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WHAT’S HAPPENING AT GOODYEAR—No. 2 OF A SERIES 


There are belts... 














...and Goodyear makes all types 


What is more useful than a belt? It runs the house- 
wife’s sewing machine, the secretary’s electric type- 
writer, the fan that cools the motor in your car. It 
hauls the nation’s coal, clay and ore. Think of the 
range of flat and V-belts for transmission, with 
speeds up to 10,000 feet per minute. They are an 
essential part of mechanisms from stokers to jet 
planes. Think of the great variety of conveyor belts, 
miles long, that serve every important industry. 
Goodyear makes them all. 


Many new uses for belts have been pioneered by 
Goodyear. One is the development of “moving side- 
walks” to carry pedestrians along the aisles of depart- 


Marcu 1957 


ment stores, through airports and railway stations 
and even under city streets. 

Goodyear manufactures practically every kind of 
belt, practically every kind of industrial rubber 
product. Equally diversified are other Goodyear 
products—tires . . . aircraft and aviation equipment 
... Shoe products . .. chemicals .. . metals . . . foam 
products, films and flooring—and many more, for 
world-wide, steadily growing markets. 


TODAY ... AND TOMORROW 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 
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The grandeur of Switzerland is nowhere 
more striking than along the Alps-lined 
shores of Lake Lugano. Known as a travel- 
lers’ mecca, Switzerland’s lake and moun- 
tain resorts will soon be enjoyed by more 
millions of Americans, as pension-free, high- 
income people start summer migrations, 
some to settle in foreign countries where the 
after-tax dollar still buys a comfortable 
living. Switzerland’s financial record too is 
exceptional: a stable franc (at 23¢ U.S.), 
over $1 billion gold reserves, center of in- 
ternational arbitrage and security custody or 
investment. In this issue we resume our 
series “Trusteeship Around the World” with 
an article on this country’s fiduciary or 
agency customs. 

Photo courtesy of Swiss National Tourist Office 
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Common Fund Reporting 


I think that Trusts anp EsTATEs has 
been doing an outstanding job in its 
periodic reporting on Common Trust 
Funds. The list of equity changes in the 
February issue is a further example. 
In that connection, wouldn’t it be help- 
ful if each Fund when reporting on its 
holdings furnished you with a list of 
new purchases and eliminations during 
the period you are going to cover? This 
would certainly save you considerable 
time in digging out such information. 


Please be assured that we are willing 
to cooperate in any way we can, as the 
Common Fund summaries are of real 
interest and value to us. 

J. Sellers Bancroft, 
Vice President 
Wilmington Trust Co. 
Wilmington, Del. 


Epitor’s Note: We heartily thank 
correspondent Bancroft. It would indeed 
be helpful — and time-saving — if each 
bank would enclose a list, or check off 
in the annual report — those stock is- 
sues newly purchased or eliminated dur- 
ing the period. . . . Several trustmen 
have asked if we could compile quar- 
terly lists showing such changes in stock 
holdings of all Common Funds during 
the quarter. This, they feel, would be 
much more timely data. We will be 
glad to undertake this compilation if 
advices from readers indicate their in- 
terest and cooperation. 


Reaction to Estate Planning Course 


The replies to a questionnaire sent 
out by Dean J. Norman McDonough 
of St. Louis University School of Law 
to the men who took our estate plan- 
ning seminar during the spring (see 
April 1956 T&E, p. 307) show some 
differences of opinion but there is a 
general pattern running through the an- 
swers. 


Everyone agreed that the seminar was 
worth keeping in a crowded curriculum, 
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that it was worthwhile to use visiting 
experts for specific lectures, and that 
the students had developed a grasp of 
the problems and solutions presented in 
the class. 


Most of the men felt that more than 
the two semester hours should be de- 
voted to the course. Of the eight re- 
plies, four of them voted for three hours 
a week and two for four hours, while 
only two approved the present two hours 
a week. The class was evenly divided 
on the question of size, four considering 
the present limit of twelve to be desir- 
able, two feeling that the class could be 
as large as twenty, and two others indi- 
cating that a much larger class could be 


handled. 


Most of the students considered the 
written assignments worth the time in- 
volved. One was a minor drafting prob- 
lem and the other was a small bit of 
legal research. 


When considering the related courses 
and pre-requisites, the students most 
commonly emphasized the need for a 
strong background in taxation. Several 
of the men referred to the practical help 
which they had received from mono- 
graphs by the publishers of the tax 
services. Suggested pre requisites in- 
cluded taxation, future interests, wills 
and trusts, and insurance. 


In general the students considered this 
to be a worthwhile “practical” course 
with very definite carry-over value to 
such law practice as they have had an 
opportunity to enjoy. 

The new course started February 9. 
This second group of students will have 
a chance to see if, in the words of one 
student, “the course will be improved 
from year to year as it is taught.” 


Milton Greenfield, 
Attorney & Counsellor at Law 


St. Louis, Mo. 
Pour-Over Wills 


I was much interested in the article 
on “Pour-Over Wills” in your Novem- 
ber issue. Mr. Lauritzen has made a 
careful study of this problem over a 
number of years (see his article in the 
Dec. 1950 Illinois Law Review) and his 
recent contribution brings up to date 
the difficulties inherent in the use of 
this estate planning device. 


Here in Pennsylvania the “pour-over 
will” and the revocable inter vivos in- 
surance trust have very general ac- 
ceptance among members of the pro- 
fession, particularly in the large metro- 
politan counties of Allegheny and Phila- 
delphia. The device is widely supported 
by corporate fiduciaries who are thus 
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‘For the second year the Trust Department of City National Bank & Trust Company, 
Kansas City, Mo., cooperated with The School of Law of the University of Kansas in 
conducting a course in Estate Planning. H. L. Miller, trust officer, prepared a_ hypo. 
thetical problem which was submitted to the students during the first week of the 
semester. During the last week of the semester, personnel of the Trust Department, 
assisted by Alfred Kuraner, Kansas City attorney, and Jerry A. Pearson, general agent, 
Massachusetts Mutual Life Insurance Co., conducted a full day’s program based upon their 
suggested solution of the problem case. Photo shows the class with vice president and trust 
officer Charles G. Young, Jr., presiding at head of table, with Professor James J. Lenoir 
second from his left, and the program participants. 





enabled to participate in the admini- 
stration of the client’s life insurance 
estate as well as his probate estate, and 
the device has the further usefulness 
of saving a possible state transfer in- 
heritance tax if the husband and wife 
meet joint catastrophe. 

It is the general practice where these 
coordinating documents are used to keep 
a careful record of any amendments 
made to the deed of trust, and to ex- 
ecute a codicil to the will after every 
amendment. However, there are many 
practitioners who do not think this pre- 
caution necessary for the rather sound 
reason that under the Wills Act of 1947, 
P. L. 89, par. 2; 20 Purdon Stat. Ann. 
180.2, as amended, a will properly ex- 
ecuted in Pennsylvania is one that is 
“in writing . . . signed by the testator 
at the end thereof.” There is no re- 
quirement of subscribing witnesses. Con- 
sequently, amendments made to a re- 
vocable inter vivos trust after the date 
of the will would meet the requirement 
of the Wills Act as to execution, and 
conceivably these amendments might be 
qualified as codicils in conformity with 
the discussion of the court in the Childs 
case discussed by Mr. Lauritzen. 

However, more cautious practitioners 
will generally draft into the will a pro- 
vision similar to that which appeared 
in the Snyder case (also discussed in 
the article), where the residuary estate 
was bequeathed to trustees under an 
agreement of trust described by date 
with each of its amendments, with the 
further statement that the agreement 
and all amendments were incorporated 
in the will, and concluding with the 
caveat, “I do not intend to incorporate 
in this my last will and testament any 
future amendments which I may make 


to the said agreement . . .” This lan- 
guage supplies a good vehicle for hand- 
ling the situation, and, of course, if 
subsequent amendments are made to the 
deed, new codicils are added containing 
substantially the same language, but 
mentioning the latest amendment. 

Mr. Lauritzen makes the point that a 
gift under the Snyder will was in effect 
a gift to an agreement of trust which 
was no longer revocable. His observa- 
tion tends to obscure the fact that the 
deed of trust in that case remained com- 
pletely revocable and the settlor could 
change it any time he wished after 
having made the will in question. How- 
ever, if he did so, his estate plan could 
not be effectively carried out unless he 
made a further will or codicil which re- 
stated the provisions in the earlier will 
and included a reference to the last 
amendment. The Snyder case therefore 
points a way over which the pour-over 
will procedure may be followed with 
relative security, provided that the neces- 
sary revisions of the will or new codicils 
are added whenever an amendment is 
made to the principal instrument. 

It is interesting to note that the pro- 
gram of the Decedents’ Estates Com- 
mittee at the Pennsylvania Bar Associa- 
tion’s recent annual meeting in Pitts 
burgh included a discussion of a pro- 
posed statute to establish the validity 
of the pour-over will — revocable inter 
vivos trust arrangement. M. Paul Smith, 
of the Advisory Committee, appointed 
by the General Assembly to consider new 
legislation, stated that the Committee 
has under study the North Carolina and 
Illinois statutes, which are cited in Mr. 
Lauritzen’s article, and that it is !ean- 


ing toward the North Carolina law 45 f 


(Continued on page 199) 
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TRUST BUSINESS IS IN THE BIG-TIME, judg- 
ing by a variety of gauges: official Gov- 
ernment releases, annual reports to bank 
Stockholders, and addresses to the Mid- 
Winter Trust Conference last month. Not 
only have fiduciary assets and the number 
of customers increased greatly, but gross 
earnings from trust services are putting 
this category in second place in more and 
more bank operating statements — after 
"income from loans" or at least a close 
third behind "income from investment." 
eceeeeeeAS there have been several major 
reasons for this delayed recognition, so 
are there varied reasons for the new-found 
popularity of professional trusteeship. 
One of the chief stimulants has been the 
emphasis on the LIVING services, especial- 
ly investment management or advisory and 
employee benefit trusts. But underlying 
much of the advance has been the improved 
entente between trustmen and attorneys, 
accountants and underwriters in an estate- 
planning team that has well served not 
only them but their tax- and market- 
harassed clients........Reports and ad- 
dresses given at the 38th Mid-Winter Trust 
Conference start at page 200. Trust synop- 
ses of bank annual reports will begin in 
the next issue. 


STOCK PURCHASE AND RETIREMENT AGREEMENTS 
are not adversely affected in the usual 
case by the estate and income tax changes 
made by the 1954 Code and the new Regula- 
tions, in the opinion of Hugh M. MacKay 
(p. 204). The bugaboos which many writers 
and lecturers see will, if history re- 
peats, turn out to be figments of imagina- 
tion. 


PROFESSIONAL INVESTMENT SERVICES will 
have excellent opportunities to demon- 
strate their value as a result of the ebb 
and flow of various industries, as well 
as of the security markets. Some companies 
have geared operations to such a high 
volume of production as to be specially 
vulnerable to easing demand. Others, even 
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in the same industry, may profit from in- 
proved unit efficiency of recently in- 
Stalled machinery, or from well-received 
new products......In almost every line of 
manufacture today we are hearing that the 
bulk of revenue — and often the lion's 
share of the profit — is derived from 
products not in existence even two to ten 
years ago. These are the companies that, 
responsive to changing public needs and 
fashions, will do well for their stock- 
holders in spite of an "average" decline 
in the GNP or the marketplaces. The others 
may be designated as "organizations with 
corporate existence but not life"....... 
Another offsetting factor to the current 
uncertainty or pessimism about the profit 
Squeeze — between ever higher wage demands 
and not always higher consumer demands — 
is the likelihood that labor productivity 
(as distinguished from machine productiv- 
ity) will increase as some marginal or 
below-margin workers are disemployed..... 
Trust investors will, we earnestly be- 
lieve, never become "traders," but there 
is reason to expect somewhat more activity 
in their folios as they chip-on and chip- 
off their equity portions in separating 
the quick from the dead. It is this 
feature of selectivity, combined with the 
availability of information and constant 
general and specific studies that make in- 
vestment advisory work about the fastest 
growing personal financial service today. 


THE ROLE OF TRUSTEES IN SAVINGS appears 
to be unapppreciated by government of- 
ficials as well as by economic analysts 
and financial observers generally. In all 
the discussion about the "shortage" of 
capital for business expansion and devel- 
opment, rarely is reference made to the 
Fiduciary or to funds in his care. Yet it 
would appear quite certain that a great 
deal of money is saved and invested that 
would otherwise be spent, thanks to Fidu- 
ciary services.......-First, the conclusion 
of an Estate Plan often has much the same 
effect as the opening of a savings ac- 
count or contract for life insurance: it 
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gives incentive and objective to save 
funds that would otherwise probably be 
used for consumer goods......Second, the 
holding of funds in Trust is often ar- 
ranged for the very purpose of preventing 
the over=-spending or quick Squandering of 
inherited funds....Third, the addition of 
investment management and common trust 
fund services have attracted many to place 
funds to the best capital usage, and often 
encouraged additions to principal. In any 
accurate appraisal of Saving and Capital, 
the role of the Fiduciary cannot be over- 
looked. 


MONEY ISN'T EVERYTHING TO COLLEGE GRADS, 
according to a survey of job preferences 
at the University of Michigan. Queried on 
reactions to recruiting, the college sen- 
iors placed promotion opportunities and 
outlook for the particular industry or 
business ahead of starting salaries. 
Tricky questions in interview or applica- 
tion evoke negative reaction, as do plush 
parties, which give little opportunity for 
discussing individual interests and capa- 
bilities. Pre-graduation financial assists 
were generally thought not worth the obli- 
gation imposed or implied, and the frank- 
ness and calibre of the first interviewer 
made lasting impressions as to the company 
eceeee but the corporations, hungrier for 
engineers and other graduates than ever, 
are taking no chances, offering the former 
an average of over $400 and the latter not 
far below, if another survey by North- 
western U. is typical. 


"EVER MORE IMPORTANT PART OF THE BANK" 
is a phrase that appears, in word or fig- 
ure, in hundreds of Bank annual reports as 
applied to the Trust Department. An in- 
creasing number of banks are recognizing 
this by appointing the head of the depart- 
ment to the- Board of Directors, so that 
they may be aware of these growing re- 
Sponsibilities and counsel on means of 
achieving the potentials. It has been well 
Said that the Trust Department is "an in- 
Stitution within an institution," and the 
laws and operations bear this out. But it 
is or can be a great deal more: as many 
bank presidents are admitting, its con- 
tacts with the key people and businesses 
of the community give trust officials ex- 
ceptional opportunities to bring commer- 
cial accounts to the bank. The close 
liaison possible through representation of 
the trust department on the Board can be 
& major step in this direction. 
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Horses Lost — Will Scratched 


LONDON, March 1. (A.P.) Walter Howe, 84, bet on horses 
twice in his life. Each time, back in the boom days of 1929, 
he put up 14 cents and lost. He gave up betting after that. 

But Mrs. Howe, who died in 1956 after 60 years of mar- 
riage, didn’t forget. She said in her will that her husband 
had admitted “squandering” his money on those two bets in 
1929, and that he would therefore get only $280 out of her 
$8400 estate. 

“If I left any more he would only waste it,” she wrote, 
willing the rest to charity. 

Mr. Howe came to court yesterday to ask for a bigger 
share of the money. He said it was his earnings that his 
wife had saved and anyway he had never gambled in ‘his 
life except for those two bets. 

The judge agreed Mrs. Howe “was a mean, ungenerous 
woman.” He ruled Mr. Howe should have a life income from 
the estate and could keep the house he had bought in his 
wife’s name. 





JOINT TENANCIES continue to hold an ex=- 
tremely wide interest among prospects for 
trust services. This is evidenced on one 
Side by the heavy demands for literature 
and the excellent response to booklets or 
advertisements on the subject. On the other 
side it is almost always found that one or 
more of the dangers warned against apply 
and the fiduciary and attorney or insur- 
ance counsellor are in position to do the 
estate owner a valued service. 


GROWING CONSUMER PRICE CONSCIOUSNESS 
makes for tougher sales competition and 
usually less happy reading of the profit 
Statement. This trend is increasingly to 
the fore in 1956 annual reports now ap-= 
pearing, an intensification of a swing in 
this direction noted here last March. New 
labor contract negotiations in some lead-= 
ing industries are scheduled for this 
year, with every prospect that "restraint" 
will not be the paramount consideration. 
As long as these competitive conditions 
continue, Superior management performance 
can make a vast difference in market ap- 
praisal of securities. 





POUR-OVER WILLS 
(Continued from page 196) 

a form which will dovetail into the legal theories of our 
existing probate legislation, giving validity to the pour-over 
will and the revocable inter vivos trust on the joint theories 
of incorporation by reference and also as an act of inde- 
pendent legal significance. Therefore, we may expect to find 
introduced at the current session of our General Assembly 
a statute which will settle these troublesome questions. 

The object lesson would seem to be that in all states where 
the pour-over will has gained prevalence, similar legislation 
should be adopted, and perhaps the matter might be referred 
to the Commissioners on Uniform State Laws. 


J. Pennington Straus, 


Schnader, Harrison, Segal & Lewis 
Philadelphia, Pa. 
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“The Crest of the Wave” 


MID-WINTER TRUST CONFERENCE HIGHLIGHTS NEW PEAKS 
IN FIDUCIARY RESPONSIBILITIES AND OPPORTUNITIES 


ERY FITTINGLY, A PANORAMIC VIEW 
: pee progress report of the trust 
business and association activities over 
the past months was given by Thoburn 


Mills, vice president of The National © 


City Bank of Cleveland, in his address 
as president of the Trust Division, 
American Bankers Association, at the 
opening session of the 38th Mid-Winter 
Trust Conference at The Waldorf-As- 
toria in New York on February 4. Call- 
ing attention to the new records in fidu- 
ciary responsibility, and greatly broad- 
ened base, he appropriately urged im- 
proved techniques of recruitment, train- 
ing and compensation of personnel cap- 
able of meeting this expansion with 
efficiency and superior performance. His 
talk is reported at page 213. 


The Monday afternoon program was 
divided into four concurrent sessions 
on smaller trust departments, medium 
size trust departments, pension trusts 
and corporate trusts. 


Smaller Trust Departments 


Smaller trust departments (those ad- 
ministering not over $5 million assets) 
cannot support an extensive investment 
organization and must therefore rely 
upon outside assistance, whether it be 
from correspondents, investment firms, 
their own directors or retained invest- 
ment counsel. However, a sound ap- 
proach to the problem can do much to 
solve it, in the opinion of Arthur W. 
Joyce, senior vice president of the in- 
vestment advisory organization of Stud- 
ley, Shupert & Co., Inc., who stressed 
the benefits of working with a profes- 
sionally-prepared and up-to-date pre- 
ferred list of no more than 60 names. By 
restricting the bond list to 12-15 selec- 
tions, preferreds to 5 or 6 and the bal- 
ance in common stocks, decision-making 
is markedly simplified, leaving more 
time for policy and administrative mat- 
ters. It is also important, said Mr. Joyce, 
to weed out substandard holdings in new 
accounts and to conform each list as 
closely to the approved list as common 
sense and circumstances permit. 


Problems peculiar to trust depart- 
ments of this type were discussed by 
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Sir Hugh Stott Taylor addressing delegates at closing luncheon. 


John D. Hartman,* vice president, 
Poudre Valley National Bank, Fort Col- 
lins, Colo. The most important single 
problem that will confront a small trust 
department, he said, is to convince 
people that the trust services it can ren- 
der are worth paying for. If the bank 
will take all the business it can get, re- 
gardless of the amount of fees — and 
which is not otherwise undesirable — 
the community will gradually become 
sold on the use of the bank. Legal no- 
tices upon opening and closing estates, 
in his town, are published in the news- 
paper, and people are surprisingly well 
informed as to the business the bank 
gets. The advertising obtained in this 
way from a $5,000 estate is as great as 
from a $50,000 estate. 

Regarding personnel, Mr. Hartman 
advised a small trust department in need 
of a trust officer to get some one about 
30 years old who can operate a type- 
writer, is accurate and not afraid of 
detail; who has had some experience 
either practicing law or in business. He 
should be the whole trust department, 
with one exception: he should have as- 
sistance in looking after real estate. In- 
vestment advice can be obtained from 
big city correspondents, large invest- 
ment advisers, and investment firms. Mr. 
Hartman also outlined in some detail 
the bookkeeping procedure, vault con- 


*See also T&E, Sept. 1956, p. 805. 


trol, and the handling of reports and 
tax returns. 


Under the guidance of Ralph A. Mc- 
Ininch, president, Merchants National 
Bank, Manchester, N. H., who also pre- 
sided over the entire session, a panel 
consisting of Mr. Hartman, Mr. Joyce, 
Payne Brown, vice president, National 
Bank of Commerce of Charleston, W. Va. 
and Stanley Hoyt, vice president and 
senior trust ‘r, South Norwalk 
(Conn.) Trust Co., answered questions 
from the audience. 


officer, 


The value of friendly relations with 
the bar and the close cooperation of 
senior commercial officers with the trust 
department as aids to new business were 
stressed. It was also noted that a stated 
fee schedule was productive of better 
earnings than hit or miss methods which 
might not be in line with real costs of 
administration, especially in this era of 
rising costs. 


Gilbert Stephenson spoke briefly on 
the need for good relations between at- 
torneys and trust institutions to the end 
that the former not charge exorbitant 
fees, in some cases larger than those 
of trustees, also that mutually antagon- 
istic attitudes not be allowed to endanger 
client relationships. He advocated fidu- 
ciary group cooperation to bring differ- 
ences into the light of tolerant discus- 
sion and settlement. 
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Medium Size Trust Departments 


Personnel is the first concern of man- 
agement, Robert Coltman, vice president 
The Philadelphia National Bank, Phila- 
delphia, said in an address before the 
session on Medium Trust Departments 
(over $5,000,000). Commenting that 
“trust institutions are cannibalizing each 
other,” he offered practical suggestions 
for better training and motivation of 


personnel, See p. 240. 


To assure efficient and economical 
operations procedures, a medium-sized 
trust department should have some one 
designated in charge of operations and 
give him enough rank to put his systems 
into effect, Joseph T. Keckeisen, vice 
president and secretary, The First Na- 
tional Bank of Chicago, urged. See p. 
224. 


The panel on problems of medium 
size trust departments worked against 
time on an extensive assortment of sub- 
mitted questions. under the leadership 
of John N. Adams, vice president and 
trust officer. The First National Bank of 
Portland, Ore. Sharing billing with 
Messrs. Coltman and Keckeisen were 
B. W. Barnard. senior vice president 
and senior trust officer of American 
Trust Co., Charlotte. N. C.; and Charles 
E. Treman, Jr.. vice president and trust 
officer of Tompkins County Trust Co., 
Ithaca, N. Y. Managerial programs for 
improved operating economies, em- 
ployee benefit plans and relations with 
banking departments were of evident 
interest. The frank and direct manner 
of answer was a healthy example of the 
exchange of ideas and experience by 
which any business makes its greatest 


gains. 


Pension and Profit Sharing Trusts 


The concurrent session on pension 
and profit sharing trusts heard Frede- 
rick S. Beebe discuss two major prob- 
lems arising on the termination of such 
plans. The first is the question of to 
whom should distribution of the fund 
be made. Mr. Beebe, who is with the 
New York law firm Cravath, Swaine & 
Moore, detailed the possible procedures 
for settling this issue, through obtain- 
ing consents and by instituting class 
suits. The second matter relates to tax 
consequences on termination, as_ to 
which he outlined the trustee’s duties. 


See p. 252, 


Vlore generous yields on fixed-income 
securities than a year ago make this 
se: tor interesting for pension and profit- 


sharing fund investment, even ‘though 
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assurance of a solid price bottom is yet 
lacking, while stocks are less attractive 
than for years. Nevertheless, in the long 
view, equities still have their place in 
these accounts as set forth by Arthur L. 
Coburn, Jr., chairman of the trust in- 
vestment committee, Old Colony Trust 
Co., Boston, who reiterated his prefer- 
ence for aggressive commitments rather 
than defensive media, even at some sac- 
rifice of current income. See p. 255. 


The trustee’s relationship with the 
company in respect of investment policy 
will be on a sounder basis if both deter- 
mine the objectives at the very outset, 


according to William F. Lackman, vice 
president of Guaranty Trust Co. of New 
York. Possible points of conflict or mis- 
understanding which should be obviated 
are discussed in the text printed at p. 
258. 


Collective investment funds offer 
banks the opportunity to provide better 
service to the customer at-a lower cost 
in the handling of employee benefit 
plans, Cecil P. Bronston, vice president 
of Continental Illinois National Bank 
and Trust Co., told this session. Describ- 
ing the principal features common to 
most such funds, (p. 259) he predicted 
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widespread extension of this vehicle for 
the investment of pension and profit- 
sharing funds. 


Continuing growth in supplemental 
unemployment benefit plans was forecast 
by Warren M. Harvey, assistant trust 
officer of National Bank of Detroit. De- 
tailing the provisions of the plan adopt- 
ed by the auto industry, Mr. Harvey 
highlighted the trustee’s functions there- 
under (p. 263). 

A question period followed. See p. 
264. 


Corporate Trusts 


The fourth concurrent session on 
Monday afternoon was devoted to cor- 
porate trusts, the principal speaker be- 
ing Frank J. Pohl, of the Pittsburgh law 
firm Burgwin, Ruffin, Perry & Pohl. 
Drawing on his experience in two cor- 
porate trust departments, Mr. Pohl out- 
lined a check list and procedure for 
testing trust indentures. See p. 247. 


Following Mr. Pohl’s address a panel 
discussed the problems of corporate 
trust departments. Besides Mr. Pohl the 
members were: Sanford L. Smith, vice 
president, City Bank Farmers Trust Co., 
New York, leader; Bradley B. Brown, 
vice president and senior trust officer, 
American Trust Co., San Francisco; Coll 
Gillies, vice president, First National 
Bank, Chicago; Donald A. Hazlett, vice 
president, Mellon National Bank & 
Trust Co., Pittsburgh; Thomas J. Mor- 
oney, vice president and senior trust 
officer, Republic National Bank, Dallas; 
and Joseph E. Williams, president, New 
York Stock Transfer Association and 
vice president, Chase Manhattan Bank, 


New York. 


The panel discussed a great many 
questions which had been submitted and 
screened before hand. Regarding gifts 
of securities to minors, it was said that 
either the donor’s or the custodian’s 
State can be used. Change of domicile 
later will be generally acceptable. One 
member said he would not make any 
transfer out of the name of the custo- 
dian until it had been ascertained that 
the minor is still alive and is not yet of 
age. 

In order to obtain time enough to ar- 
range cash and stock dividends, one 
may need only to cite what would be the 
overtime costs. Chase now has an under- 
standing with the Stock Exchange to 
make sure the transfer agent knows 
what the time schedule is. This prob- 
lem is mainly a matter of educating the 
financial vice: presidents. 


The use of facsimile signatures on 
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bonds for officers of the corporation is 
increasing and is all right if there is no 
contrary requirement of the instrument 
or of the State of incorporation of the 
company concerned. The Trustee’s sig- 
nature, however, must be manual. 


Asked how much experience a trans- 
fer department clerk should have before 
he can pass on transfers, the panel said 
three years plus other experience or 
legal training. They said ten years 
would normally be the requirement, but 
“you can’t get help today.” 


Legal and Tax Questions 


Ancillary administration of British 
assets in American estates requires an 
average of only four months, according 
to Cyril R. Greene, manager of Guaranty 
Executor & Trustee Co., Ltd., London. 
He described the procedure to be fol- 





At session of Smaller Trust Departments, 

John D. Hartman delivers a principal ad- 

dress while Arthur W. Joyce (left), another 

speaker, and discussion leader Ralph A. 
McelIninch listen. 


lowed and the differences with the 
American and British determination 
and payment of death duties (p. 265). 


Although there are many areas in 
which the taxation of income in respect 
to a decedent is clear, doubt exists as to 
a number of important aspects of this 
long-time problem, in the opinion of 
Carter T. Louthan, of Angulo, Cooney, 
Marsh & Ouchterloney, New York law 
firm. Particularly troublesome questions 
arise out of business purchase and sale 
arrangements, and there is need for 
clarifying legislation on this subject as 
well as others, Mr. Louthan declared 
(p. 236). 


More creators of trusts would be will- 
ing to name a corporate fiduciary if the 
primary beneficiary were given a meas- 
ure of control over the trustee’s discre- 
tion. This was the conclusion of Pro- 
fessor A. James Casner of the Harvard 
Law School, who presented a well or- 
ganized analysis of the types of controls 
possible and their income, estate and 
gift tax implications (p. 216). 





Economic Issues 


The Middle Eastern situation serves 
as “another forceful warning of the con- 
stant threat of Communism” which the 
United States must attempt to counter by 
keeping its economy strong enough to 
maintain the balance of world power. 
This warning was voiced by Erle Cocke, 
President of the American Bankers’ As- 
sociation, who also emphasized that the 
rapid advance in science and technology 
is inexorably culling out industrial units 
which fail to keep abreast of progress. 

Turning to what he termed a “capital 
expansion program” for the banking 
and trust business, Mr. Cocke stressed 
especially the elements of improved 
equipment and adequate manpower. 
1956 trust operating earnings of insured 
commercial banks crossed $300 million 
for the first time, some $120 million 
growth in six years, but this represents, 
he said, only 3% of the estimated rise of 
over $3 billions total operating earnings 
in the same period. To assure continued 
trust growth, complacency can have no 
place in the picture. 

With reference to the 1957-58 record 
peacetime budget, President Cocke point- 
ed out the necessity of balancing “our 
goals and aspirations with our willing- 
ness to work and the capacity of our 
system to produce.” Although growth 
factors have generated income to meet 
mounting expenditures, these mark a 
real diversion of funds from the private 
sectors of business. Hence, if our vitality 
and growth are to continue, sound bud- 
get principles must rule or our freedom 
will be lost in working for government 
rather than having our government work 
for us. 


Professor Raymond Rodgers of the 
Graduate School of Business Admini- 
stration, New York University, spelled 
out to the conferees the meaning to the 
United States economy of the Mid-East- 
ern crisis, the significance of which 
“probably equals that of any other hap- 
pening of our time.” In his opinion, 
public and business reaction to this se- 
ries of events has been much less than 
the seriousness of the situation warrants. 
See p. 220. 

Although advocates of a strong cen- 
tral government at the Constitutional 
Convention were disappointed with the 
restrictions on centralized power, they 
might not be too happy with the extent 
to which the Federal Government has 
appropriated power unto itself, in the 
opinion of David F. Maxwell, President 
of the American Bar Association. Trac- 


(Continued on page 250) 
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An Executor 


from your family? 





In many cases a man feels that his wife 
or son could contribute a good deal to 
the settlement of his estate, although he 
realizes that more training and experi- 
ence than they possess would normally 
be required. 

Often the answer lies in combining 
the services of the United States Trust 
Company as Co-Executor, with those of 


Urnited 






4.5 Wall Street, ~_ 
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ie Trust Company 


Mailing o> ot wh 
w ¥ 


 MPORARILY 
37 Broad Street, N 


a member of the family. We welcome 
such an arrangement and believe that it 
will prove a harmonious and effective 
way of carrying out your wishes. 

There are of course many factors 
to consider in choosing an executor— 
including a few precautions. We should 
like to explore them with you and your 
attorney. 





w York 


phone number 


HAnover 2-4600 
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Effects of 1954 Code and Regulations on 


| Stock Purchase Agreements | 


HUGH M. MACKAY 


Part 2? 


Associated Counsel, State Mutual Life Assurance Company of Worcester, Mass. 


Sections 302 and 318 


We may now consider the construc- 
tive ownership or attribution cases cov- 
ered by Sections 302 and 318 of the 
Code. Although they are not the usual 
case, they appear in a sufficient number 
of instances to cause real concern. As 
time passes, probably someone will be 
able to put these constructive ownership 
cases in a nutshell—and possibly keep 
them there.'® It does not seem possible 
to do so today. 


The fundamental reason for the con- 
structive ownership law is clear. Prior 
to 1954, it was not only possible but 
it was often a practice for the father 
or other family member who owned all 
or most of the stock of a corporation to 
give a few shares of his stock to other 
members of the family. The corporation 
was then able to redeem all of his shares, 
either during his lifetime or upon his 
death. Generally, this was considered a 
capital transaction and not subject to 
ordinary income tax notwithstanding 
that the family continued to own all of 
the outstanding stock. 


The Revenue Service, both in cases 
and in proposed new regulations, tried 
to change this result—in the belief that 
the transaction was equivalent to a divi- 
dend, and hence should be taxed as such. 
This was one of the purposes of Section 


302 and 318 of the 1954 Code. 


Perhaps the only safe rule to suggest 
at this time is to say that whenever there 
is a stock redemption situation in which 
members of the family, including par- 
ents, spouse, children or grandchildren, 
own shares of stock, the case should be 
carefully measured against Sections 302, 
318 and the pertinent regulations and 
revenue rulings. Analysis of some typi- 
cal family cases here may be helpful in 
that direction. 


Gift Plus Agreement to Sell 
F, the father, owns 100 shares of X 


18As Lord MacNaghten said in Van Grutten v. 
Foxwell (1897) A.C. 658, 671, “it is one thing to 
put a case like Shelley’s (the Rule in Shelley’s 
Case) in a nutshell and another thing to keep it 
there.” 
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Corporation. S, his son, is a junior ex- 
ecutive. F has a wife, W, and two daugh- 
ters, D and E. F wants his son to own 
the business following his death, but he 
wants to provide also for W, D and E. 
Most of his estate is made up of X stock. 


F decides to give 5 shares of stock 
to his son and to agree to sell the re- 
maining 95 shares to the Company for 
$300,000. The Company insures F for 
$300,000. F sets up trusts in his will for 
W, D and E, and makes limited specific 
legacies to S. 


F dies in an accident within 3 years 
after making the gift of the 5 shares to 
S. The Company buys F’s 95 shares for 
$300,000, paid to his executors. 


Is the $300,000 taxable as ordinary 
income to the executors? 


If the estate “owns” the stock within 
Sections 302 and 318, then there is no 
problem here because the son, S, is not 
a beneficiary of the estate within Reg. 
Sec. 1.318-3, and hence his 5 shares 
will not be attributed to the estate. Rev. 
Ruling 56-103 in a similar case (except 
that the son was the principal benefici- 
ary of the estate so that his shares were 
attributed to the estate) appears to hold 
that the shares will be considered as 
owned by the estate, and that “the fact 
that the redemption is pursuant to a 
contract between the corporation and 
the decedent does not appear to be sig- 
nificant for this purpose.”?® 


At least for this purpose, the decisions 
of the Tax Court which hold that the 
estate never gets the stock, but instead 
has a right to the insurance or contract 
price, are not to be followed.”° In the 
Mitchell case, the Board flatly stated 
that the estate did not have “unfettered 
ownership” of the stock, and that “the 
effect of the contract was to reduce the 
value of the estate’s interest in the stock 
by an amount equal to the proceeds of 
the insurance policy.” In the Dobrzen- 
sky case, a partnership case, the Board 


197.R.B. No. 12, March 19, 1956, page 9. 


20See John T. H. Mitchell, 37 B.T.A. 1, 6, M. W. 
Dobrzensky, 34 B.T.A. 305, 312. 


held that the “decedent no longer had 
any right, at his death, in the relin- 
quished assets, but instead had a taxable 
interest in an insurance policy.” 


Under this theory, the estate would 
have no stock to sell. But if this were 
true in our example, the stock would 
be considered as owned by the father 
and since the son’s stock would be at- 
tributed to him, this could result in an 
ordinary income transaction. 


Suppose that the purchase price went 
directly to a third party beneficiary and 
the agreement was held to be a valid 
non-testamentary third party beneficiary 
contract, as it would be in many if not 
most jurisdictions.*! Here it would seem 
that the father owns the stock, and again 
ownership of the son’s 5 shares might 
be attributed to him. 


In such cases it may be desirable to 
state definitely that the purchase is to 
be made from the estate. Then if the 
son is not a beneficiary under the will, 
or if he comes within Reg. Sec. 1.318-3, 
there will not be any attribution of his 
shares. 


If the son had owned stock for over 
10 years there would be no attribution 
of his shares to his father. But if he 
were a principal beneficiary of the es- 
tate, there would or could be attribution 
through the estate. It is a question that 
rulings or decisions should answer. 


Revenue Ruling 56-556, I.R.B. No. 
1956-45, Nov. 5, 1956, held that a gift 
of stock to a son did not have as one 
of its principal purposes the avoidance 
of Federal income tax, and hence the 
limitation of Section 302(c) (2) (b) was 
not applicable. But in this case _ the 
father did not intend or agree to sell 
his stock at the time of the gift. 


In Revenue Ruling 56-584, I.R.B. No. 
1956-47, Nov. 19, 1956, a son was given 
a small amount of stock by his father, 
who was president of the Company, to 
encourage the son’s interest in the Com- 


21See MacKay, “The Use of Settlement Options 
In Business Insurance Cases.” C. L. U. Journal, 
Winter 1955, p. 17 et seq. 
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pany. The son later left the Company 
and requested it to redeem his shares. 
The ruling holds that the gift did not 
have as a purpose the avoidance of in- 
come tax, and hence the shares owned 
by the father were not attributed to the 
son. The ruling indicates that if there 
is a bona-fide business reason for the 
gift of stock to a son, then there may 
be no attribution. 


Perhaps as of today the best way to 
handle a father and son case will be to 
make sure that the actual sale is from 
the estate, and then make certain that 
if the son is a beneficiary under the 
will, his gift is satisfied from other as- 
sets, and that this satisfaction takes place 
before the stock is acquired by the cor- 
poration, thus coming directly within 
the Regulations under Section 318. Ad- 
ditional life insurance on the father’s 
life owned by the son would be one 
method of helping to solve this problem. 


When Wife is Estate Beneficiary 


The next type of constructive owner- 
ship case that is met in actual practice 
is one in which the husband, H, may 
own, let us say, 200 shares, and his 
wife, W, 50 shares which she acquired 


more than 10 years ago. H’s son-in-law, 
L, owns 10 shares. The Corporation 
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agrees to buy all of H’s shares on his 
death. H wants to use the full marital 
deduction in a trust in his will. 


W has owned her shares for more than 
10 years, and hence the shares are not 
attributable to H, and if her trust under 
the will can be satisfied from other as- 
sets, then she is not an estate beneficiary 
under the Regulations. 


But if her gift can only be satisfied 
out of the purchase price, then she is 
an estate beneficiary, her shares are at- 
tributable to the estate, and to the ex- 
tent that the purchase price exceeds the 
permissive limits of Section 303, there 
probably would be ordinary income tax 
treatment. Notice that this particular 
case could not qualify on a substanti- 
ally disproportionate redemption ap- 
proach, since the shares of W (attribu- 
ted to the estate) would still be more 
than 50% of the outstanding stock after 
the redemption. 


This case can be solved if W’s gift 
can be satisfied from other assets. Of 
course, W’s stock could be sold to the 
Corporation on H’s death, but this is 
not always desirable if the Corporation 
pays dividends and if its future success 
seems assured. Another solution would 


be to sell all of the stock of H and W, 








with the payments being spread over a 
period of years, plus an agreement to 
continue a part of H’s salary to W for 
a period of years. 


Disproportionate Redemption 


Another type of case is that in which 
a father owns, to illustrate, 510 shares 
out of a total of 1,000. His son owns 
90 shares, given to him by his father 
two years ago. X, an unrelated stock- 
holder, owns 400 shares. The father, F, 
wants to sell some or all of his 510 
shares to the Corporation. His son, S 
is a beneficiary under his will. 
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This case may possibly be solved as 
a substantially disproportionate redemp- 
tion under Section 302. After such a 
redemption the “seller” must end up 
with less than 50% of the voting shares 
of the Corporation, and the percentage 
ratio of his voting stock after the re- 
demption must be more than 20% less 
than the percentage ratio of his voting 
stock prior to the redemption. 


We may examine the above case on 
this basis: 
1. Since F constructively owns 600 


shares, he owns 60% of the voting 
ratio. 


2. Reduce this ratio by more than 
20%, let us say 21%. 





























3. 21% of 60% is 12.6%—raised to 
an arbitrary 13%. 


4. Hence, after redemption the 
ratio in the estate is 60% less 18% 
or AT%. 


5. Hence, X’s 400 shares must rep- 
resent 53%. 


6. Therefore, 754 (plus) shares rep- 
resent 100%. 


7. Since the estate’s ratio after re- 
demption may only be 47% of 754 
shares, the estate and its beneficiaries 
may own 47% x 754 or 354 shares. 

8. Hence, 246 shares of the 600 
must be redeemed on this basis. 

9. But since the resulting 354 shares 
plus the 90 owned by the son would 
still not reduce the control below 50% 
(or 400, which is the amount of X’s 
holding’), it would be necessary to sell 
291 shares, leaving a total of 309 in 
the estate plus the son’s 90 or 399, 
which is less than 50%. 


be concluded that the con- 
structive ownership cases are indeed 
difficult and must be carefully consid- 
ered, but there are solutions for many 
of the cases. 


It may 


Section 303 Arrangements 

In many cases a decedent will wish 
to retain as many shares as he possibly 
can for his family. His estate will con- 
sist largely of his corporate stock. His 
estate will need cash to pay death taxes 
and administration costs. If the value of 
the corporate stock which is included 
in the decedent’s gross estate is either 
more than 35% of the value of the gross 
estate, or more than 50% of the tax- 
able estate, the sum paid to redeem the 
stock, up to the amount of the above 
mentioned liabilities, will not be treated 
as a dividend under Section 303. 


If there is more than one corporation, 
then more than 75% in value of all of 
the outstanding stock of each corpora- 
tion must be in the decedent’s gross 
estate. 


If these facts exist, the decedent may 
agree to sell only enough shares to pay 
Federal and state estate and death taxes, 
plus interest collected, and also funeral 
and administration costs. 


Section 303 is very useful and will 
solve many of these family cases. Such 
cases are presently being funded with 
corporate owned life insurance. The 
maximum 3 year plus 90 day period 
provided for redemption under Section 
303 is certainly a sufficient time if cash 
is available from life insurance proceeds. 

Although properly prepared, Section 
303 agreements may limit or peg the 
estate tax value of the stock actually 
purchased, they cannot limit the value 
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of the remaining shares. In limiting the 
value of a portion of the shares, the 
value of the unrestricted shares would 
appear to be increased. Hence, perhaps 
a more important consideration is to 
be in a position to show that the value 
of the unrestricted shares has been re- 
duced by the death of a valuable key- 
man employee, the decedent. 


Unreasonable Accumulation 

In New York’s Radio City there is, 
as most everyone knows, an outdoor 
area that is used as a skating rink in 
the winter and as a restaurant or cafe 
in the summer. Someone has said that 
the same people who watch other people 
skate there during the winter, also come 
to watch them eat lunch there during 
the summer. 


In a similar manner the same people 
who raised questions under former Sec- 
tion 102, now sometimes raise the same 
questions under Sections 531 through 
537 which replaced Section 102. 


The question is whether or not the 
purchase of life insurance by a corpora- 
tion to purchase its stock is an unrea- 
sonable accumulation of surplus, and 
so subject to an extra 2714% tax up to 
$100,000 or 38% tax in excess of 
$100,000 under these Sections. It is 
said that there is no case which holds 
that accumulating funds for stock pur- 
chase purposes is justified under these 
Sections, 

The famous Emeloid case” is cited 
for many things, but it only holds that 
under the excess profits tax, indebted- 
ness incurred to purchase key-man poli- 
cies was incurred for a business reason. 


Gazette Publishing Co. v. Self, 103 F. 
Supp. 779 (D. C. Ark. 1952) is often 
cited as a direct holding. The court does 
say that in view of stockholder dissen- 
sion, the purchase of stock is a reason- 
able need. But the court found that al- 


22189 F.. 2d 230. 





though the funds were used to purchase 7 


stock, they were actually accumulated 
for another purpose.** 


On the other hand, no case has been 
found imposing the penalty on life in- 
surance purchased by a corporation. 


Some counsel feel that these Sections 
constitute a reason for not mentioning 
life insurance in the agreement. They 
argue that the purchase of key-man in- 
surance to offset a loss represents a 
business purpose. Hence, they recom- 
mend a resolution authorizing the pur- 
chase as key-man insurance. On this 
basis, they feel that it would be difficult 
to consider the purchase of the life in- 
surance as an unreasonable accumula- 
tion of surplus.** 

It can equally be argued that there 
are cases showing the kinds of diflicul- 
ties a corporation can get into if it 
does not purchase its stock on the death 
of a stockholder, which view was well 
stated by the court in the Emeloid case. 
In Fred E. Fischer*® the minority stock- 
holder, the daughter of the deceased 
president, made so much trouble the 
corporation bought her stock. If these 
things can be anticipated a company 
is not required to wait until they hap- 
pen. There is a business purpose in 
these cases. 


The question has not been trouble- 
some under the former Code and it will 
not be in most cases under the 1954 


Code. 


With the passing of time undoubtedly 
many of the problems considered herein 
which may now to some appear to be 
troublesome will prove not to be. This 
has been true in the past. It will most 
likely prove true in the future. 


23See Brown, U. S. Calif. Tax Inst. 1956, page 
519, 535; see also Dill Mfg. Co., 39 B.T.A. 1023, 
1032. 


*4See Sec. 534 I.R.C. as to the burden of proof 
and see footnote 22, supra. 


256 T.C.M. 520 (1947). 
A A A 


@ David Warfield, well known actor who 
died in 1951, left a gross estate of $5,408,- 
990. The amount was revealed when 
the executor, City Bank Farmers Trust 
Co. of New York, filed a petition in 
Surrogate’s Court asking approval of 
a compromise with the Federal Govern- 
ment on inheritance taxes. The Govern- 
ment has agreed to settle for $417,135, 
which is half of its original demand. 


Under the will, the widow receives 
$45,000 a year. The principal of the trust 
will go to charities which are the Actors 
Fund of America, the Catholic Actors 
Guild, the Episcopal Actors Guild, and 
the Jewish Theatrical Guild. 
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Crraurance Conpoany 


Harotp V. SMITH 
Chairman of the Board 

KENNETH E. BLack 
President 


DIRECTORS 


The Home Insurance Company 


Lewis L. CLARKE 
Banker 


Harowp V. SMITH 
Chairman of the Board 


FREDERICK B. ADAMS 
New York City 
RoBErRT W. DOWLING 
President, 
City Investing Co. 
GEORGE GUND 
President, 


The Cleveland Trust Co. 


Haro_p H. HELM 
Chairman of the Board, 
Chemical Corn Exchange Bank 


CHARLES A. LOUGHIN 
Vice President & 
General Counsel 


Ivan EscotTrT 
Montclair, N. J. 


Percy C. MADEIRA, JR. 
Chairman of 
Executive Committee, 
Tradesmens Bank & Trust Co. 


CHAMPION McDoweELu Davis 

President, 

Atlantic Coast Line Railroad Co. 
WARREN S. JOHNSON 

Director, 

Wachovia Bank & 

Trust Company, 

Wilmington, N.C. 


Henry C. BRUNIE 
President, 
Empire Trust Company 


Harsin K. Park 
Chairman of the Board, 
The First National Bank of 
Columbus, Georgia 


Leroy A. LINCOLN 
Chairman of the Board, 
Metropolitan Life 
Insurance Company 


Tuomas J. Ross 
Senior Partner, 


Ivy Lee and T. J. Ross 


Henry C. Von ELm 
Honorary Chairman 
of the Board, 
Manufacturers Trust Company 


JouN M. FRANKLIN 
President, 
United States Lines Company 


Lou R. CRANDALL 
President, 
George A, Fuller Company 
KENNETH E, BLAcK 
President 
LEONARD PETERSON 
Vice President 


HERBERT A. PAYNE 
Vice President & Secretary 


J. Epwarp MEYER 
President, 
Cord Meyer Development 
(ompany 


AkTHuR C. BABSON 
Y ice President, 
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Balance sheet of THE HOME INSURANCE COMPANY, December 31, 1956 


Admitted Assets 


MARKETABLE SECURITIES 

United States Government Bonds 
Other Bonds. Dear yet 
Preferred and Common Stocks 


Cash . 


Investment in The Home Indemnity Company 


Real Estate 
Agents’ Balances. . . 
Other Admitted Assets 


Total . 
Liabilities 
Reserve for Unearned Premiums . 


Reserve for Losses and Loss Expenses. 


Reserve for Taxes Payable 
Reserve for Reinsurance. 
Dividends Declared. 
Other Liabilities 
Total . 
Capital Stock 
SR age a a 
Surplus as Regards Policyholders. 
Total . 


$ 59,158,935.53 
110,756,999.51 
229,841,647.75 
$399,757,582.79 
26,103,879.06 
20,928,856.00 
6,842,863.96 
23,014,578.38 
7,369,748.10 


$484,017,508.29 














$187,556,977.00 
39,826,429.68 
4,725,000.00 
2,172,701.49 
2,000,000.00 
4,035,917.08 
$240,317,025.25 
20,000,000.00 
223,700,483.04 
$243,700,483.04 
$484,017,508.29 

















Bonds carried at $6,102,402.42 amortized value and cash $82,500.00 in the above balance sheet are deposited as required by law, 
All securities have been valued in accordance with the requirements of the National Association of Insurance Commissioners. Based 
on these values the stocks of The Home Insurance Company exceed the book value by $129,828,364.27 at December 31, 1956. 








Balance sheet of THE HOME INDEMNITY COMPANY, December 31, 1956 


Admitted Assets 


MARKETABLE SECURITIES 

United States Government Bonds 
Other Bonds. Pi prairie 
Preferred and Common Stocks 


a 
Agents’ Balances. _ . 
Other Admitted Assets 
Total . 
Liabilities 
Reserve for Unearned Premiums . 


Reserve for Losses and Loss Expenses. 


Reserve for Taxes Payable 
Reserve for Reinsurance. 
Other Liabilities 
Total . 
Capital Stock 
EN 28 Bae at halal Se sk 
Surplus as Regards Policyholders. 
Total . 


$ 21,127,691.28 
25,034,306.70 
12,589,687.50 

$ 58,751,685.48 
1,706,007.28 
6,466,502.94 
1,445,568.49 


$ 68,369,764.19 














$ 20,692,483.00 
24,551,730.00 
928,000.00 
258,408.00 
1,006,430.08 

$ 47,437,051.08 
1,500,000.00 
19,432,713.11 

$ 20,932,713.11 
$ 68,369,764.19 














Bonds carried at $1,090,000.00 amortized value in the above balance sheet are deposited as required by law. All securities have 
been valued in accordance with the requirements of the National Association of Insurance Commissioners. Based on these values 
the stocks of The Home Indemnity Company exceed the book value by $5,115,568.87 at December 31, 1956. 
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is familiar with all their affairs. The effect of being = 
‘passed around’ can be most disturbing, particularly <i 
. I 

to widows and to men who may be relatively inex- alt 
: ‘ ‘ — tha 
perienced in business affairs. to 
ma 

, the 

We agree. Whether we are serving as executor or rer 
‘ " 

co-executor, as trustee or co-trustee, as custodian ot at 
to 

securities or investment advisor, we firmly believe— ~ 
that keeping your client comfortable and at ease in | ns 
what may be unfamiliar surroundings is as impor- “a 
; . , the 

tant, in the rendering of a quality service, as the hi 
, , 9 : po! 

actual execution of your client’s business. tw 


IRVING TRUST COMPANY i“ 


One Wall Street, New York 15, N.Y. Ei 
Capital Funds over $125,000,000 Total resources over $1,500,000,000 
Ricuarp H. West, Chairman of the Board Gerorce A. Murpny, President 9 


Epwarop J. Veitcu, Vice President in Charge, Personal Trust Division + 


; 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION + 


i| 
j 
4 


; 





208 Trusts AND EstaTES)§ yy 











‘ATES | 





Staudard 
Causes 


for Wella” 


By RALPH R. NEUHOFF 





Ralph R. Neuhoff 
is a practicing attor- 
ney and senior part- 
ner in the firm of 
Neuhoff & Schaefer 
of St. Louis, Mis- 
souri, where he has 
practiced law for the 
past forty years. He 
has been for prac- 
tically his entire pro- 
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University’s School of Law, teaching tax- 
ation. 














CLASS 20: RESIDUARY CLAUSES—NOT IN TRUST 


Necessarily, residuary clauses appear under other 
classes. See for example, No. 14.1, No. 14.2, No. 16.1, 
No. 19.5 and No. 34.1. 

No. 20.1 has limited use because in the case of death 
of A before the testator, it will depend upon the state 
law and the relationship of A to the testator whether 
others will take by representation. A testator will not 
ordinarily visualize this situation. See discussion of 
the doctrine of representation in the introduction to 
Class 12. 

It is intended that, if desired, certain clauses which 
have been placed elsewhere in this system may follow 
No. 20.7. These are No. 14.8, No. 14.9 and No. 12.9. 

It will be observed that the disposition proposed 
might apply to all of the property of the testator rather 
than to the rest, residue and remainder. If one wishes 
to standardize and always use residuary clauses, this 
may be accomplished by providing first in the will that 
the debts should be paid. This will then leave what 
remains as a “rest, residue and remainder.” 

The reason for the phrase “as his own absolutely” 
at the end of No. 20.3 is to contrast with property left 
to A in a fiduciary capacity. While it is intended that 
the fractions mentioned in a will should add up to 
100%, it may not be fatal if a mistake is made and 
there is either an excess or a deficiency in the aggre- 
gate percentages disposed of. This was the holding 
in the case of Re Estate of Clara Rood Akeley v. Cali- 
fornia, 35 Cal.2d 26, 215 P.2d 921, 17 ALR2d 647. In 
the last mentioned case the testator, who had written 
his own will, disposed of three twenty-five per cent 
portions, but it was held that the failure to bequeath 
twenty-five per cent was unintentional and, therefore, 
the three beneficiaries took all or 100%. See also An- 
notation, “Effect of will which disposes of specific 
mathematical percentages or proportions of residuary 
estate, but disposes of more or less than the whole 
thereof,” 17 ALR2d 653. 

One of the difficult situations is that of a childless 
couple who are willing to make each other sole bene- 
ficiaries, but would like to forecast the provisions which 
shall be applicable after both have died and the inten- 


Everything to A 20.1 


' give, devise and bequeath all of the rest, residue and 





‘The first edition of Mr. Neuhoff’s will clause system, pub- 
hed ten years ago, met with wide success and the many 
quests for a revised edition have led to a completely rewrit- 
n and expanded version. Major chapters are being pub- 
shed serially in Trusts AND Estates, and the entire system 
ill be published by us in book form later. Editor’s Note. 
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tion is to divide the estate into predetermined propor- 
tions, frequently one-half for each, and give these re- 
spectively to the husband’s relatives and the wife’s 
relatives. These provisions appear at No. 20.11 and fol- 
lowing. 

While it has been held that a renounced legacy falls 
into the residuary clause, see Myers v. Smith, 235 lowa 
385, 16 NW2nd 628, 155 ALR 1413, it may be desirable 
to specifically so provide as is done in No. 20.2. 

There is a more serious problem with respect to the 
lapsed portion of a residuary bequest. Apparently at 
common law a lapsed devise of realty ordinarily passes 
to the heirs at law of the testator, even though the 
realty is devised under the residuary clause. See Snell- 
ings v. Downer, 193 Ga. 340, 18 SE2d 531, 139 ALR 860. 
See also Annotation, “Devolution of lapsed portion of 
residuary clause,” 139 ALR 868, and supplement 36 
ALR2d 1117. However, it is easy to govern this situa- 
tion by indicating the intention of the testator to the 
contrary. 

While residuary clauses, properly speaking, probably 
should not include anything by a specific designation, 
nevertheless this might prove convenient in some in- 
stances. See for example, No. 20.14. The effect of so 
doing may be to make the designated properties specific 
for purposes of abatement. See Henderson v. First 
National Bank of Rome, 189 Ga. 175, 5 SE2d 636, 128 
ALR 3816, in which case, under the particular facts, 
the court so held. 

See also Annotation, “Effect of designation of particu- 
lar property in residuary clause of a will,” 128 ALR 
822, which discusses the question whether the residuary 
clause will be interpreted as restricted to property of a 
like nature to that designated where some is desig- 
nated, and also the question whether the designation 
or enumeration of particular property in a residuary 
clause makes the legacy or devise specific rather than 
general. This is, of course, important for purposes 
of abatement. As has been emphasized elsewhere in 
this svstem, it is unwise to rely upon general rules of 
law even though in a particular jurisdiction they may 
be deemed to be well settled. 


remainder of my property, real and personal, wherever sit- 
uate, and whether acquired before or after the execution of 
this Will, to A, as his own absolutely. 


20.2 


The rest, residue and remainder of my property, real and 
personal, wherever situate, and whether acquired before or 
after the execution of this Will (including renounced, lapsed 
or void gifts, bequests or devises, whether or not of a residu- 
ary nature) I give, devise and bequeath to, etc. 


Inclusion of lapsed and void bequests 
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All to husband if he survives 20.3 


I give, devise and bequeath all of the rest, residue and 
remainder of my property, real and personal, wherever sit- 
uate and whether acquired before or after the execution of 
this Will, to my husband, A, in fee simple, as his own abso- 
lutely, provided he survives me. 


Elaborate fractional parts if husband does not sur- 
vive 20.4 


In the event that my said husband does not survive me, 
all of the rest, residue and remainder of my property, real 
and personal, wherever situate and whether acquired before 
or after the execution of this Will, shall be divided among 
the following persons, and in the proportions set out oppo- 
site their respective names, it being my intention to make full 
disposition of said residue by this Clause —___ 
Accordingly, if any of the following named persons shall 1 not 
survive me, the share of such person shall drop out, thereby 
increasing proportionately the respective fractional shares of 
the survivors of said named persons, to wit: 

Ten eightieths (10/80) thereof to 

ee, eo eee eg. 

Ten eightieths (10/80) 

ter, B, now of — 

Ten eighticths (10/é 

C, now of - 

Five eightieths (5, 80) Vicened to my husband’s sister-in- 

law, D, now of - 


my husband’s sis- 


thereof to my husband’s sis- 


80) Wieiaall to my husband’s brother, 


80) thereof to my husband’s 


Five eightieths (5 sister-in- 
Ne 
Note: Here add similar fractions for wife’s relatives, total 


to equal 80/80ths. 


Differential treatment if daughter is unmarried 20.5 


Provided my daughter, A, is unmarried at the date of my 
death, then I give, devise and bequeath all of the rest, residue 
and remainder of my property, real and personal, wherever 
situate. and whether acquired before or after the execution 
of this Will, to be divided as follows, to wit: 

Two-fifths (2/5) thereof to my said daughter, A; 

One-fifth (1/5) thereof to my son, B; 

One-fifth (1/5) thereof to my son, C;: 

One-fifth (1/5) thereof to my son, D. 

In the event, however, that my daughter, A, be married 
at the time of my death, then I give, devise and bequeath 
all of said rest, residue and remainder of my property to my 
children, share and share alike. 


All to wife, with alternate disposition to son, etc. 20.6 


All of the rest, residue and remainder of my property. 
real and personal, wherever situate and whether acquired 
before or after the execution of this Will, I give, devise and 
bequeath unto my wife, A, provided that she survives me; 
but if she does not survive me, then I give said property, 
instead, to my son, B, provided that he survives me: but if 
he also shall fail to survive me, then I give said property, 
instead, equally to the children of my said son, if any, living 
at the date of my death, provided that there be any such; and 
provided further, that if there be no child or children of my 
said son, living at the date of my death, then said property 
shall go. instead, to the widow of my said son if my son, 
having died before me, shall have left any widow surviving 
him and said widow shall be living at the date of my death: 
provided further, that if any of the children of my said son 
entitled to take any share of my estate under this clause 
shall be a minor under the age of twenty-one (21) years 
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at the date of my death, then such share shall go instead : sto 
a Trust for the benefit of said minor as provided elsewl. -re 


in this Will. 


Residue to son and daughter if they survive, oth »r- 


wise to husband 233.7 @ 


In the event that my husband survives me so that ‘he 
bequest to him of is effective, then I gvve, 
devise and bequeath all of the rest, residue and remainder 
of my property, real and personal, wherever situate and 
whether acquired before or after the execution of this Vill 
to my said son and my said daughter in equal parts, share 
end share alike, provided that if either of them shall fail to 
survive me, then I give all thereof to the survivor; and 
provided further that if both my said son and my said 
daughter fail to survive me, then I give all of said property 
instead to my husband as his own, absolutely. 


Wife’s share adjusted after any child dies with no 
descendant 20.8 


In the event my wife, E, shall survive me and, at the time 
of my death, all of my four children, A, B, C and D, are 
living or, if any one or more of them be deceased, each one 
so deceased shall leave a descendant or descendants living 
at the time of my death, then in such event I give, devise 
and bequeath to my wife one-fifth part of all the rest, residue 
and remainder of my property, real and personal, wherever 
situate and whether acquired before or after the execution 
of this Will, as her own absolutely. If, however, one of my 
said four children shall predecease me without leaving a 
descendant who shall be living at the time of my death, | 
give, devise and bequeath to my said wife one-fourth part of 
said rest, residue and remainder of my property, as her own 
absolutely, and if two or more of my said children shall 
predecease me without leaving a descendant who shall be 
living at the time of my death, my wife shall receive one- 
third part of said property, as her own absolutely. If, how- 
ever, my said wife shall not survive me, then the devise and 
bequest provided for her in this Clause shall lapse and 
drop out and said property shall go instead as provided in 


Clause ____ of this Will. 


Bequests to a list of persons with provision for repre: 
sentation and lapse 20.9 


If neither my husband nor any child or descendant of a 
child of mine shall survive me, then, in that event, in lieu of 
the provisions hereinabove set out, I now provide that all of 
said rest, residue and remainder of my property shall go in- 
stead, absolutely and free from trust, equally to the follow- 
ing named persons, to wit: 


SS RET ee 
B of ~ , son of D; 
C of _ , son of E. 


If any ‘of the foregoing named persons shall fail to survive 
me, and shall leave a descendant or descendants living at my 
death, such descendants shall represent their ancestor and 
take said ancestor’s share, per stirpes, otherwise the share 
of such decedent shall drop out, thereby increasing the shares 


of the others of said foregoing named persons or their de- | 


scendants, as the case may be. 


Residuary clause with specific lapse provision; ai‘er- 
nate to husband of one legatee only 


Saar 


26.10 § 


All the rest and residue of my said property of every kind, | 
character and description and wheresoever situate of w ich ( 


I may be seized or possessed at the time of my decea:°, | 
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give devise and bequeath as follows, to wit: Four-twentieths 


(4/.0) thereof to my brother, A, of Should my 
brother predecease me, then and in that event, this 
legacy shall lapse and become a part of my residuary estate. 
Four-twentieths (4/20) to my brother, B. Should my said 
brother predecease me, then and in that event, this legacy 
shal! lapse and become a part of my residuary estate. Four- 
twentieths (4/20) to my sister, C. Should my said sister pre- 
decease me, then and in that event, this legacy shall lapse 
and become a part of my residuary estate. Eight-twentieths 
(8/20) to my sister, D. Should my said sister predecease me, 
then and in that event, I aid and bequeath her share to her 
husband, E, of _ ‘ 

The share or diane of any ral the above named legatees 
which shall have lapsed as hereinabove provided shall be- 
come a part of my residuary estate and be divided among 
the surviving legatees in the same proportions hereinabove 
stated. 


said 


Dividing between wife’s relatives and husband’s rela- 


tives 20.11 


I give, devise and bequeath all of the rest, residue and 
remainder of my property, real and personal, wherever sit- 
uated, and whether acquired before or after the execution 
of this Will, to my husband, A, in fee simple, as his own 
absolutely, provided, however, that if my said husband, A, 
fails to survive me or perishes in a common disaster with me, 
then, in either such event, all of my said property shall be 
divided into two (2) equal parts and shall go as follows: 

(A) One of said two (2) equal parts, hereinafter some- 
times referred to as “Part A,” shall go to my mother, B, pro- 
vided that she survives me; but if, however, my mother fails 
to survive me, then it shall go to my brothers, C and D, and 


my sister, E; in equal shares, but in the event any one of 
them shall fail to survive me, then such deceased’s share or 
shares shall lapse and drop out and go to increase the share 
of the survivor or survivors of them; but should all of the 
persons named in this subparagraph A fail to survive me, 
then said Part A shall go to increase and pass with that part 
of my estate hereinafter designated as “Part B.” 

(B) The other of said two (2) equal parts, hereinafter 
sometimes referred to as “Part B,” shall go to my husband’s 
mother, F, provided that she survives me; but if, however, 
my husband’s mother fails to survive me, then it shall go to 
my husband’s sister, G, and my husband's nieces, H and I, in 
equal shares, but in the event any one of them shall fail to 
survive me, then such deceased’s share or shares shall lapse 
and drop out and go to increase the share of the survivor 
or survivors of them; but should all of the persons named 
in this subparagraph B fail to survive me, then said Part B 
shall go to increase and pass with that part of my estate 
hereinabove designated as “Part A.” 


Husband’s and wife’s relatives in two categories if 


husband has died 20.12 


I have no children at the time of making this Will, and if 
there be no child or children of mine, or their descendants, 
living at said date of my death (my husband having prede- 
ceased me or perished in a common disaster with me, as 
aforesaid), then all of my said property shall go instead as 
provided below in this Clause, that is to say: 

Said property shall be divided into two (2) equal parts, 
and shall go as follows, to wit: 

(1) One of said two (2) equal parts shall go as follows, 
to wit: 

(Continued on poge 300) 
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‘Leaders Announced for 
Pennsylvania Trust 
Training School 


The advantages of a continuing ca- 
reer in the trust business will be dis- 
cussed at the June 23 opening banquet 
of the Pennsylvania Bankers Associa- 
tion’s first Trust Training School. The 
speaker will be Richard P. Chapman, 
president of Merchants National Bank, 
Boston, and immediate past president of 
the American Bankers Association’s 
Trust Division. 


Other leaders will include Paul C. 
Wagner, senior vice president, Fidelity- 
Philadelphia Trust Co., who will deal 
with the structure of the trust depart- 
ment and relationships with other 
groups; and Gilbert T. Stephenson, re- 
tired director of the Trust Research De- 
partment, who will lecture on the func- 
tion of the fiduciary, covering duties, 
responsibilities, loyalties, and relations 
with beneficiaries. 


The School will be held June 23-29 
at Pennsylvania State University, spon- 
sored jointly by the University and the 
PBA. It will follow a three year cycie 
with different phases of trust department 
functions covered each year. The 1957 
session, concentrating on operations, will 
cover primarily orientation, accounting. 
“le procedures, real estate and mortgage 
operations, and vault procedures. Stu- 
cents must have had at least one year’s 
experience in banking, commercial or 
trust. The director is William E. Abel 
who is vice president and trust officer 
of Barclay - Westmoreland Trust Co., 
Creensburg, as well as chairman of the 
PBA Trust Education Committee. Walter 
A. Brunke, a member of that committee 
and trust officer of Fulton National 
Bank, Lancaster, is associate director. 





Projects of New York 
Trust Division 


Current projects of the Trust Divi- 
sions of the New York State Bankers 
Association* were outlined for 1,500 
bankers attending the January 21 meet 
ing of the Association by Herbert A. 
Jones, chairman of the Trust Division 
and vice president of National Com. 
mercial Bank & Trust Co., Albany. Of 
the work of 100 trustmen on 12 commit- 
tees, Mr. Jones stressed particularly four 
programs. First, two sections of a new 
Trust Operations Manual were distribu- 
ted in November and three more sec. 
tions will be completed during this year, 
Second, the Trust New Business School 
will hold its fourth annual session in 
cooperation with New York University 
June 10-14. Third, the Bank Fiduciary 
Fund last November had a market value 
of $4,975,000 representing participa- 
tions from 37 banks. And finally, the 
30-minute color film to dramatize the 
trust story for customers, which is be- 
ing produced by the Public Education 
Committee headed by William T. 
Haynes, vice president of the Marine 
Trust Co. of Western New York, “ 
most important educational project we 
have undertaken in the ten years of our 
existence.” 


is the 


*See also T&E, Nov. 1956, p. 1021. 
A AD 
MARCH OF THE MISSING 


Missing heirs to the number of 14,501 
with estates totaling millions of dollars 
have been located by Tracers Co. of 
America from 1924 to the close of 1956. 
Of these lost beneficiaries, 1,081  in- 
herited estates over -$100,000; 3,398 in- 
herited between $50,000 and $100,000; 
and 10,122 were heir to less than $50,000 
each. During the same period, the Com- 
pany has found 6,230 witnesses to wills 
and 267,643 missing stockholders. 





The McGinty Club Rainmakers 
are described in a 75th anni- 
versary booklet published re- 
cently by State National Bank 
of El Paso. The summer of 
1891 was dry. The country swel- 
tered, the cattle died, the crops 
burned. Washington sent out a 
rainmaker — “Professor Ellis” 
— who ascended in a balloon 
to test the atmosphere, assem- 
bled artillery, and shot the sky 
full of holes — but no rain 

. The McGinty Club invited 
the rainmakers to a dinner at 
Mesa Gardens. Club members, 
in rubber coats and _ boots, 
promised to make it rain, set 
off bombs and balloons, and 
immediately water cascaded 
from the roof right on to the 





Sa 


<_< - 


Washington rainmakers, seated carefully under the eaves. Despite the McGinty C lubb: 


strategically balanced barrels, everybody took the event with good grace . . 


. The same 


booklet tells of the bank’s being founded by Charles R. Morehead, a founder ‘also of sie 
famous Pony Express. 
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Meeting the Challenge 


OF EXPANDING TRUST FIELDS 


THOBURN MILLS 


President, Trust Division, American Bankers Association; 


Vice President and Trust Officer, The National City Bank of Cleveland 


URING THE 1114 YEARS SINCE THE 
D end of World War II, we have en- 
joyed an unprecedented prosperity with 
only two minor setbacks. People have 
more money and more leisure time, as 
well as more interesting ways in which 
to spend. The head of Buick Division of 
General Motors said last year: For the 
first time, it’s gotten so the man on the 
assembly line can buy what he makes.” 


The trust business has been riding the 
crest of this economic tide. No figures 
are available on the total amount of 
trust business handled by banks and 
trust companies. There are so many vari- 
ables that it is difficult to standardize 
this The Committee on 
Statistics appointed in the Trust Divi- 
sion is working on methods to collect 
and compile statistics 
about personal trusts. 


information. 


industry wide 


We individually know the increased 
number of accounts in all categories 
that we are handling; the cost value of 
all of the assets held in these accounts; 
the market value of securities in all ac- 
counts under investment supervision. 
Accurate real estate values are difficult 
to obtain. 

We learned the total trust assets under 
the care of The United States Trust 
Company of New York, from reading a 
most interesting article, “Moving Five 
Billion Dollars” in the January 1957 is- 
sue of the “Reader’s Digest.” This was 
one of the finest pieces of trust company 
publicity that I have seen, and should 
reflect great credit on that fine institu- 
tion. 


Growth Factors ... 


Among many factors contributing to 


trusi business growth is inflation. It 
now costs more than 214 times as much 
to biild a brick house as it did in 1940. 


The $3,500 automobile of today is the 
clas of car that sold for $1,200 in 1943, 
only now it has more gadgets. So has 
the dollar value of our trust assets in- 
cressed greatly. 


zh taxes and the need for selective 
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President Thoburn Mills addressing opening 
session of Trust Conference. 


investment guidance have brought more 
and more people to us. Agency accounts, 
revocable living trusts, and irrevocable 
living trusts for gifts all have taken on 
new significance and usefulness during 
these years. One of our trust officers in 
his Graduate School thesis last year, 
“Cuyahoga County, Ohio, as a Trust 
Field,”disclosed that corporate fiduci- 
aries handled the largest percentage of 
testamentary trusts in estates over $50.- 
000. The total value of estates under 
wills filed in the County Probate Court 
more than doubled since 1950, as shown 
in state inheritance and Federal estate 
taxes collected. No doubt this trend is 
national. 


There has been a rapid growth in 
non-insured pension funds of corpora- 
tions and also in the number of profit- 
sharing plans and thrift plans, most of 
which are handled by banks acting as 
trustees. Now we have income security 
plans to provide supplemental unem- 
ployment compensation for employees. 
Also, labor unions are looking to corpo- 
rate trustees for help in managing their 


funds. 


There are many philanthropic, busi- 
ness, and tax advantages to be obtained 
through the personal charitable founda- 
tion under a trust fund; and we have 
been meeting such needs of our cus- 


tomers in increasing volume. There are 
reported to be 5,000 charitable founda- 
tions in the country, and the number is 
growing rapidly. Also, there are over 
100 local community foundations in this 
country, the combined assets of 75 of 
these are reported as exceeding $158- 
million at the end of 1955. 

Perhaps the greatest change for the 
good of the trust business during recent 
years has been the widespread recogni- 
tion of the need for intelligent estate 
planning by properiy owners, attorneys, 
life underwriters, and accountants, as 
well as trustmen everywhere. The major 
law schools in the country now have 
courses in estate planning as a part of 
their regular curricula.* The Federal 
Revenue Act of 1948 and Internal Reve- 
nue Code of 1954 have forced all these 
groups into estate planning. 


The estate planning and handling of 
family businesses after the owner’s death 
has become an important service for the 
trust business. Small business is Amer- 
ica’s biggest business—a field of unlim- 
ited opportunity for our business. 


Prudence in Investment— 
and Costs 


More than 30 states have adopted the 
Prudent-Man Rule for fiduciary invest- 
ments either in whole or in part, and 
practically all trust instruments today 
give broad investment powers to the 
trustee so that equities may be pur-. 
chased. A compelling reason for this 
change in investment policy was the de- 
mand from our customers for such in- 
vestments. 


Our investment policies over these 
years have produced good results. The 
prices of common stocks have advanced 
faster than dividends, so that the aver- 
age yield has declined. The prudent trus- 
tee, in working out balanced investment 
programs, now has the opportunity to 
invest in high grade bonds and preferred 
stocks at the most attractive yields ob- 
tainable since prewar days. 


*Cf. July 1951 TRUSTS AND ESTATES, p. 436. 
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WE WANT MONEY! 


We’re Willing To Pay For It! 


OLD STYLE 
U. S. Large Size Paper Money 


ROLLS OF BRAND NEW COINS 
1¢, 5¢, 10¢, 25¢, 50¢ 
Prior to 1956 


GOLD COINS 
$1.00, $2.00, $3.00, $4.00 
$5.00, $10.00, $20.00, $50.00 


Collections of U. S., Foreign and 
Ancient money from estates or 
private collectors purchased for 
cash. 

e 


CHECK YOUR FILES — LOOK 
THROUGH YOUR VAULTS — 
AND CONTACT US. 



















The 
evidence 
points 


to 
PLAINFIELD TRUST 


for experienced handling of 





your New Jersey trust work 


e@ Largest Trust Department 


in Central New Jersey. 


e@ Complete fiduciary services, 
including pension and profit- 
sharing trusts. 


@ 54 years of trust experience. 


THE 


PLAINFIELD TRUST 


COMPANY 
Plainfield, New Jersey 
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To analyze equities properly it was 
necessary for us to build an investment 
organization staffed with specialists 
trained and experienced in equity analy- 
sis. Our senior officers needed experi- 
ence in making new investment policy 
decisions. Smaller trust institutions 
found that they could retain competent 
investment organizations at reasonable 
cost, and these have done a fine job 
in working out satisfactory investment 
procedures. 


To most of us, investment advisory 
service is a recent addition to our ser- 
vices. If you have an investment organ- 
ization that is competent to give this 
service, it rounds out your competitive 
position and brings profitable new busi- 
ness that would otherwise go elsewhere. 


The development of the common trust 
fund for the investment of personal 
trusts has contributed to the growth of 
the trust business in these years and 
enabled us to handle an increased vol- 
ume of small trusts at reduced costs. 
Now, combined funds for investment of 
employee benefit funds enable us to 
meet the investment needs of this ex- 
panding mass market. 

We must determine our costs and de- 
vise ways and means of keeping them 
in control so that we can make a fair 
profit from reasonable charges. Today, 
top management in our banks knows 
that the trust department should stand 
on its own feet and contribute substan- 
tial earnings. It is not a service depart- 
ment for the bank: and its most import- 
ant customers but a distinct separate and 
important function, very beneficial to 
the bank in its customer relations. 

Today we are competing with indus- 
try in the labor market for employees 
in all categories, and there just aren’t 
enough to satisfy the demand. Our em- 
ployee turnover is very great as indus- 
try and the professions lure them away. 
The college senior with a degree in lib- 
eral arts, administration, or 
law has almost as good a job and salary 
prospects as the much-sought-after engi- 
neering degrees. To get a fair share of 
these graduates, trust companies will 
have to offer starting salaries and fringe 
benefits competitive with industry, and 
convince them that trust business offers 
desirable opportunities for a career. 


business 


We are in a peculiar business that the 
general public knows little or nothing 
about. Such information as it does have 
is frequently misleading. Many _busi- 
nesses are vying for the public’s favor 
with well planned, continuous educa- 
tional public relations programs. Recog- 





nizing the seriousness of this problen, 
the A.B.A. and the Association of } e- 
serve City Bankers are presently colla’ o- 
rating on a nationwide public relations 
program. 


I believe that trustmen must step ip 
their activities on the local, State. and 
national levels, to acquaint the pul)ic 
with the benefits to be derived from 
trust services. The Trust Division Com- 
mittee on Relations with the Public is 
working on means of cooperating with 
the Public Relations Council of the 
A.B.A. and the Financial Public Rela- 
tions Assn. to coordinate activities. Our 
investment policies, procedures, and 
performance have been good; and it is 
our responsibility to use all of the means 
available to us to tell this story to the 
public. 


Continual change, by the constant in- 
troduction of new services or products 
developed through research, is the best 
assurance of economic advancement. For 
example, more than 80 per cent of RCA’s 
business today is in products and ser- 
vices which did not even 
mercially 10 years ago. 


exist com- 

The prospect for the trust business is 
better than it ever has been, if we main- 
tain our confidence and _ enthusi- 
asm in the expanding American econ- 
omy. But people will not come to us 
automatically. It is our task to con- 
vince them that certain financial needs 
can be served better and more econom- 
ically by our trust services than in any 
other way. Then we must make it easy 
for them to avail themselves of these 
services. 


own 


A A A 


First Pennsylvania 
Marks 175th Anniversary 


The First Pennsylvania Banking & 
Trust Co, of Philadelphia celebrated its 
175th birthday in January. The Bank 
of North forerunner of the 
present bank, began business in | 782 
as the first chartered financial institu- 
tion in America. Among the original 
subscribers 


America. 


were Benjamin Franklin, 
Alexander Hamilton, John Jay, Thomas 
Jefferson, John Paul Jones, James Von- 
roe, Robert Morris and John Barry 


The bank showed in its annual report 
for 1956 deposits of $1,026,006,787. the 
first time a Philadelphia bank closec ‘ts 
year with more than a billion dollars on 
deposit. Trust assets are in the neivh- 
borhood of two billion dollars. 

To mark its anniversary, First P: 


sylvania created a $100,000 scholars 
fund. 
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43rd Year of Continuing Growth for 
American-Marietta 


HIGHLIGHTS OF PROGRESS 


Guided by forward-moving research, American- 
Marietta has consistently surpassed its previ- 


caaedan 1956 1955 
ous records. This trend, continuing in 1956, 
resulted in a 46% increase in net income. Net Sales $202,310,815 — $165,339,971 
Net Income 16,204,547 11,109,703 


American-Marietta’s production is geared to 
the essential needs of the nation’s economy. 
Products for the heavy construction industry Net Worth 81,763,302 57,519,163 
and highway building accounted for more 
than half of the 1956 sales volume. 


Total Assets 144,787,333 104,484,590 
The expansion of manufacturing facilities Dividends Paid 
which took place during the past year promises Sheenousnecs 4,934,502 2,919,117 
a further improvement of operations in 1957. 
Number of 
Shareowners 21,467 14,800 


1956 ANNUAL REPORT 
SENT ON REQUEST 


American-Marietta’s Annual Report has been sent 
to more than 22,000 shareowners. It covers in con- 
siderable detail the Company’s major activities. 
if you would like a copy, address Department 63. 





101 EAST ONTARIO STREET, CHICAGO 11, ILLINOIS 


M AMERICAN-MARIETTA COMPANY 





Revelations in Progress Through Modern Research 





AINTS + RESINS +» CHEMICALS + METAL POWDERS +» HOUSEHOLD PRODUCTS + BUILDING MATERIALS 
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WANT TO EXAMINE THREE TYPES OF 
discretionary trusts (inter vivos or 
testamentary ) : 


1. A transfers property to the X Cor- 
poration as trustee to pay the net in- 
come to A’s son S. The trustee is given 
discretion to pay corpus to any one or 
more of the group consisting of S and 
S’s issue, from time to time, in such 
amount or amounts as the trustee may 
determine. 


2. A transfers property to the X Cor- 
poration as trustee to pay the net in- 
come to any one or more of the group 
consisting of A’s son S and S’s issue, 
with discretion as to the amount of in- 
come, if any, each designated income 
beneficiary is to receive. In addition, the 
trustee is given discretion to pay corpus 
to any one or more of the described 
group of income beneficiaries, from time 
to time, in such amount or amounts as 
the trustee may determine. 


3. A transfers property to the X Cor- 
poration as trustee with discretion to 
pay the net income to any one or more 
of the group consisting of A’s son § and 
S’s issue, from time to time, in such 
amount or amounts as the trustee may 
determine, any income not paid out to 
be accumulated.! In addition, the trustee 
is given discretion to pay accumulated in- 
come and corpus to any one or more of 
the described group of income benefici- 
aries, from time to time, in such amount 
or amounts as the trustee may deter- 
mine. 


In each situation, we shall assume that 
the terms of the trust do not violate the 
controlling rule against perpetuities, or 
any rule relating to the duration of a 
trust. Furthermore, in each situation, 
the terms of the trust eliminate any re- 
versionary interest in A. 


Tax Consequences 


If A establishes inter vivos any one 
of these trusts, he will expect the follow- 
ing federal tax consequences to be pro- 


duced: 


1. The income of the trust, includ- 
ing capital gains, will not be included 
in his gross income.? 

It is assumed that the law of the controlling 
jurisdiction permits such an accumulation of in- 
come. See 6 American Law of Property, Sec. 25.100 
(1952). 

*It is assumed that the trustee is not a subor- 
dinate party (as defined in Section 672(c) (2) of 
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A. JAMES CASNER 


Professor of Law, Harvard Law School 


2. The value of the trust property 
will not be included in his gross es- 
tate on his death (if A dies within 
three years after the transfer in trust, 
the possibility that such value may be 
included in his gross estate as a gift 
in contemplation of death is recog- 
nized) .3 


3. A completed gift for federal gift 
tax purposes will have been made. 


Any proposals which may be made to 
give a beneficiary some control over the 
trustee’s discretion in regard to the dis- 
bursement of income or corpus should 
not disturb these tax expectations of A. 


Whether A establishes inter vivos or 
by his will any one of the three described 
trusts, he will expect the following addi- 
tional federal tax consequences to be 
produced: 


1. The ordinary income of the trust, 
as distinguished from capital gains, 
will not be taxable to an income bene- 
ficiary except to the extent he is en- 
titled to receive such income or ex- 
cept to the extent the trustee in the 
exercise of its discretion pays such 
income to him.‘ 


2. The capital gains will be taxable 
to the trust® but this expectation of 
A is one which might conceivably give 
way if necessary in order to give a 
beneficiary some control over the trus- 
tee’s discretion in regard to income 
or corpus distributions. 


3. The value of the trust property 
will not be included to any significant 
extent in the gross estate of a trust 


the I.R.C.) so that Section 674(c) applies to each 
trust and prevents the discretionary powers given 
to the trustee from causing the income of the trust 
to be includible in the gross income of the grantor. 


8The terms of each of the trusts are such as to 
eliminate the applicability of Sections 2036, 2037 
and 2038. 


‘In order to determine the precise amount which 
may be taxable to an income beneficiary, the phrase 
“distributable net income’ defined in Section 643 
(a) must be understood. 


If the trust permits the accumulation of income 
and income is accumulated, the five-year throw- 
back rule must be kept in mind in years in which 
an accumulation distribution is made. See Sections 
665-668, and Casner, Estate Planning — Cases, 
Statutes, Text and Other Materials (2d ed. 1956) 
page 594. 


‘The fact that the trustee has discretion to dis- 
tribute the corpus of a trust to a beneficiary will 
not cause capital gains to be taxable to such dis- 
tributee even in a year in which a distribution of 
corpus is made unless the requirements of Section 
1.643(a)-3(a) of the Regulations are met. 





beneficiary on his death before the 
termination of the trust. 


4. The disposition of the trust 
property in accordance with the terms 
of the trust will not be deemed a 
gift by a trust beneficiary to any sig- 
nificant extent.7 


In order to accomplish his tax expec- 
tations. A must place great confidence in 
the corporate fiduciary to exercise its 
discretion in regard to income and cor- 
pus disiributions in a manner that will 
be in the best interest of S and _ his 
family. I have previously pointed out* 
that A’s confidence should not be based 
on the belief that the corporate trustee 
will simply follow the wishes of A or 
some member of his family in the exer- 
cise of its discretion. The corporate trus- 
tee must have the courage to exercise 
its judgment on an independent basis 
and A’s confidence must rest 
foundation. 


on. this 

The average person in A’s position 
will be happier about the whole matter, 
however, if modifications in the trusts 
under consideration can be made which 
will, at least to some extent, subject the 
trustee’s discretion in regard to income 
or corpus distributions to control by a 
beneficiary of the trust. I propose now 
to examine the modifications of this 
type which may be made in each of 
these discretionary trusts without signi- 
ficantly defeating A’s federal tax ex- 
pectations. 


Power to Withdraw a Limited 
Amount 


If A’s son S is given an unlimited 
power to withdraw trust funds and the 
trust is inter vivos, such power will not 
change the federal income, estate or 
gift tax consequences so far as A is © 
cerned.* Whether the trust is inter vivos 

Section 2041 which deals with powers of ap- 
pointment must constantly be kept in mind. 


7Section 2514 is relevant here. 


*At 34th Mid-Winter Trust Conference in 1‘53; 
see 32 Trust Bulletin, No. 7, p. 21. 


58The power in S would not give any basis for 
taxing the income to A under Section 674. Section 


671 states that a person having a general power 
of apointment has a substantial beneficial intsrest 
in the trust and since S would be adversely af- 


fected by the nonexercise of his power, he i: an 
adverse party. (footnote continued on next pce) 
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or icstamentary, however, A’s federal 
tax expectations will be defeated in re- 
gard to S because such power in S 
will cause him to be regarded as the 
owner of the trust property for federal 
income, estate and gift tax purposes.® 


The federal estate tax provisions, 
however, recognize that S may have a 
power to withdraw in each calendar 
year $5,000 or 5 per cent of the aggre- 
gate value of the trust property, which- 
ever amount is greater, without caus- 
ing S to be treated as the owner of any 
portion of the trust property for federal 
estate tax purposes, except for the 
amount subject to withdrawal by him 
at the time of his death.’°. Furthermore, 
S is not subjected to any adverse fed- 
eral gift tax consequences if he posses- 
ses such a limited power of withdrawal." 


Suppose there is added to the trust in 
which S is entitled to all the net income 
and in which the trustee has discretion 
to distribute the corpus to S$ and his 
issue a provision which directs the trus- 
tee to pay to S, from time to time, such 
amounts of corpus as S may request, 
provided always, however, that the trus- 
tee shall not pay to S pursuant to his 
request more than $5,000 in any calen- 
dar year. The trustee’s discretion to pay 
S more in any calendar year remains 
but S is not dependent on the exercise 
by the trustee of its discretion up to 
$5.000 annually. 


The mere insertion of this limited 
power of withdrawal produces no ad- 
verse gift tax consequences even though 
in each year that S allows his annual 
power to withdraw $5,000 to lapse, he 
in effect is responsible for funds re- 
maining in the trust for the benefit of 
the remaindermen. In the year of S’s 
death, the existence of the power will 
cause $5,000 (or the balance that is 
subject to withdrawal at the time of 
his death if some of the $5,000 for that 
year has been withdrawn) to be included 
in his gross estate for estate tax pur- 
poses which amount would not have 
been included if the power had not been 
given to S.1° This estate tax cost may be 
a small price to pay for the control thus 
given to the beneficiary which in ap- 
propriate cases will enable him to a 
limited extent to compel corpus distribu- 


unlimited power of withdrawal in S may 


mi the entire interest under the trust a present 
Inte-est in S with the result that the annual gift 
ta <clusion will be fully available. See Section 


250), (b). 

‘tions 678, 2041 and 2514. 
ection 2041(b) (2). 

‘ction 2514(e). 


-e Section 20.2041-3(d) (3) of the proposed 
> tax regulations. 
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tions when the trustee in the exercise 
of its discretion might not make them. 

If A establishes a trust under which 
his wife W is the income beneficiary 
and the holder of a limited power to 
withdraw the corpus, a portion of the 
trust will under the 1954 Code'® qualify 
for the gift tax marital deduction (if 
the trust is inter vivos) or for the es- 
tate tax marital deduction (if the value 
of the trust property is included in A’s 
gross estate). The proposed estate and 
gift tax Regulations recognize that a 
portion of the trust qualifies for the 
marital deduction even though the 


138Sections 2056(b) (5) and 2523(e). 






































When did you first experience the tendency 


to be happy paying income tax?” 








FORTY-NINE ESTATE ANALYSES . 
A YEAR, average, for the past eight 
years — has put a total of $39,000,000 
of estate assets on our books. 


As we have reported in Trusts arid Estates, from 
year to year, we use estate analysis as our princi- 
pal method of developing new trust business. Our 
prospects are referred to us principally by life 
underwriters. We have no outside new business 
solicitors. 

Since 1949, when we started this program, we 
have made 369 written analyses of estates whose 
assets total about $158,000,000. Out of these cases 
we have received 153 living and testamentary trusts 
under which we now administer some $33,000,000 
of assets. Also, we have served or are serving some 


24 of these estates, which held assets aggregating 


$6,000,000, as executor. 
We have also placed 130 other Wills, in which we 


are named as executor, and in most cases trustee, 
in our Will file, and are acting as trustee under 
83 revocable life insurance trusts, which are coup- 
led with “pour-over” Wills, in which we are named 
executor. These latter items, of course, represent a 
sizable backlog of potential business. 


If our experience will be of any help to you we 
will gladly give you more detailed information. 


Warren T. Hackett, Vice President and Trust Officer 


THE HUNTINGTON NATIONAL BANK 
of COLUMBUS, OHIO 
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power in the wife relates to a smaller 
segment of the trust property than that 
from which the wife is entitled to re- 
ceive income.'* The Regulations go on 
to state, however, that a power of ap- 
pointment over a specific sum is not a 
power over a specific portion as re- 
quired by the statute.’® If the wife’s 
annual right of withdrawal is measured 
by the 5 per cent test instead of, or as 
well as, the $5,000 figure, then 5 per 
cent should represent a portion which 
would qualify for the marital deduc- 
tion.!® 


In an inter vivos trust, the existence 
of the limited power of withdrawal in S 
will not cause the income to be taxable 
to A to any extent because S is an ad- 
verse party.'’ What effect will the exist- 
ence of such power have on S so far as 
income taxes are concerned when the 
trust is one which requires that the net 
income be paid to him? Absent such 
limited power, the income beneficiary is 
not taxable on the capital gains even in 
years in which the trustee in the exer- 
cise of its discretion distributes part of 
the corpus.'® If the income beneficiary 
is given a power to withdraw $5,000 of 
corpus annually, he will be treated as 
the owner of a portion of the corpus for 
income tax purposes.'® The Regulations 
state that when the portion of the trust 
corpus which the income beneficiary 
is deemed to own is represented by a 
dollar amount ($5,000 here), a frac- 
tion of each item of capital gain is 
attributed to that portion. The numera- 
tor of this fraction is the dollar amount 
subject to control by the income benefi- 
ciary and the denominator is the fair 
market value of the trust corpus at the 
beginning of the taxable year in ques- 
tion.” Thus the addition of the limited 
power of withdrawal upsets A’s federal 


M4Sections 20.2056(b)-5(b) and 25.2523(e)-1(b) 
of the proposed regulations. 


15Sections 20.2056 (b) -5 (c) 
of the proposed regulations. 


and 25.2523(e)-1(c) 


16If an intervivos trust is established for the 
benefit of the grantor’s wife with an annual right 
of withdrawal in her limited to 5 percent of the 
value of the trust property, Section 2513, which 
allows one half of the gift made by a husband to a 
person other than his wife to be charged to his 
wife with her consent, will be available only with 
respect to the excess of the value of the gift over 
the value of the gift to the grantor’s wife. The 
limited power of withdrawal in the wife may make 
it impossible to place a precise value on the gift 
to her and as a consequence, make entirely un- 
available Section 2513. See Rev. Rul. 56-439, L.R.B. 
1956-36, 17. 


“If S has a power of withdrawal limited so that 
only a certain amount may be withdrawn each 
year, he should be deemed an adverse party to the 
extent of the permissible withdrawals even though 
such limited power may not produce adverse estate 
and gift tax results for the power holder because 
of Section 2041(b) (2) and Section 2514(e). 


18See note 5. 
Section 678. 
20>Section 1.671-3(a) (3) of the Regulations. 
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tax expectations to some extent so far 
as the taxation of capital gains is con- 
cerned but again the cost may be a 
small price to pay for such beneficiary 
control. 


The use of the limited power of with- 
drawal is more questionable in connec- 
tion with trusts which give the trustee 
discretion in regard to the distribution 
of income to S and his issue. In such 
cases, the existence of the power may 
cause S to be taxed on the ordinary in- 
come up to the amount he can withdraw, 
if ordinary income in such amount is 
available, whether he makes the with- 
drawal or not and possibly even though 
the trustee purports to distribute the 
trust income to S’s issue.”! The Regula- 
tions make it clear that if the power in 
S is to withdraw $5,000 of ordinary in- 
come only, he will be taxed in the man- 
ner just outlined.*” If, however, his 
power of withdrawal specifically relates 
only to corpus, no definitive answer can 
be given. If, in such case, he is deemed 
to have only a power over a portion of 
the corpus, then only so much of the 
ordinary income as is attributable to 
the $5,000 of corpus he can withdraw 
should be taxable to him. 


The uncertainty as to the extent that 
A’s federal tax expectations are affected 
where discretion is given to the trustee 
as to the distribution of ordinary in- 
come and § is given a power of with- 
drawal limited as to amount makes i! 
questionable whether the power of with- 
drawal should be used in such cases. 
Sometimes it may be desirable to es- 
tablish two trusts, one where the income 
is required to be paid to S and under 
which he has a power of withdrawal 
limited as to amount and one where the 
trustee has discretion as to the distribu- 
tion of income and under which S$ has 
no such right of withdrawal. 


Power to Withdraw Subject to 
a Standard 


When the trust requires the net in- 
come to be paid to S and the trustee’s 
discretion relates only to distributions 
of corpus, as well as when the trust 
gives the trustee discretion as to dis- 
bursements of both income and corpus, 
the estate plan may be on a sounder 
basis if S is in a position to require 
payments of income or corpus to him- 
self and others under stipulated cir- 
cumstances. The federal estate tax law7* 
and the federal gift tax law? recognize 


“1Section 678 of the I.R.C. 


Sections 1.671-3(b) (1) and 1.671-3(c) of the 
Regulations. 


Section 2041 (b) (1) (A). 
*4Section 2514(c) (1). 





that the donee of a power to consun 

invade, or appropriate property for t!.e 
donee’s benefit which is limited by en 
ascertainable standard relating ‘o 
health, education, support, or maintes- 
ance of the donee will not cause ¢' 
donee to be treated as the owner of tix 
property over which such power exis's. 


7] 


The proposed regulations relating io 
the federal estate tax? and to the fede: al 
gift tax*® point out that the words sup- 
port and maintenance as a standard are 
synonymous and while their meaning is 
not limited to the bare necessities of life, 
and includes reasonable living expenses, 
it does not necessarily extend to all ex- 
penditures that might be considered 
customary in the donee’s position in life. 
In determining whether a power is lim- 
ited by an ascertainable standard, it is 
whether the 
quired to exhaust his other income be- 


immaterial donee is re- 
fore the power can be exercised. Also 
the fact that the governing instrument 
gives the donee discretion to determine 
amounts to be distributed under the 
power is not in itself an indication that 
the power is not limited by the re- 
quisite standard. 

If S is given a power of withdrawal 
controlled by the requisite standard, the 
standard should be one that is sufficient- 
ly definite so that the trustee will not 
be in any doubt as to when the stand- 
ard is met. Otherwise, the relationship 
between S and the trustee is not likely 
to be an harmonious one. If the stand- 
ard meets such test, we have another 
beneficiary control over the trustee's 
discretion as to income or corpus dis- 
tributions which does not upset A’s fed- 
eral tax expectations so far as estate 
and gift taxes are concerned. 

The question of A’s federal income 
tax expectations if S is given a power 
of withdrawal controlled by the requis- 
ite standard must be answered first from 
the standpoint of A’s income tax re- 
sponsibility if the transfer in trust is 
inter vivos; and second from the stand- 
point of S’s income tax responsibility, 
whether the transfer in trust is inter 
Vivos or testamentary. 


Section 674(b) (5) (A) of the 1954 
Internal Revenue Code permits any one, 
including A, to have a power to distrib- 
ute corpus “to or for a beneficiary or 
beneficiaries (whether or not income 
beneficiaries) provided that the power 


(Continued on page 296) 


Section 20.2041-1(c) (2) of the proposed esi»te 
tax regulations. 


*Section 25.2514-1(c) (2) of the proposed s ft 
tax regulations. 
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1957 CCH FEDERAL TAX COURSE 


ideal for ‘“‘brush-up,”’ for refer- 
ence, for training juniors, for 
easy grasp of federal income 
taxes today.. 1152 pp., 8”x10*, 
$14.75.. ; 







FEDERAL TAX 
GUIDE REPORTS 


SINCLAIR-MURRAY 
CAPITAL CHANGES 
























Old law, new law, the accepted reporter on federal taxes for reve- 
nue —“for the man who must have everything.” Swift weekly 
issues report and explain unfolding federal tax developments. 
Current subscription plan includes seven loose leaf Compilation 
Volumes and companion Internal Revenue Code Volume. 








Compact and understandable, here is the dependable reporter 
on the federal taxes of the ordinary corporation, the average 
individual, partnership, trust or estate. Two loose leaf Compi- 
lation Volumes included without extra charge start sub- 
scribers off right. Up to date throughout; indexed to a “T.” 



































A specialized reporter for all concerned with drafting, quali- 
fying for federal tax exemption, operating and administering 
employee-benefit plans. Regular releases make clear the how, 
what and why of statutory and practical requirements that 
shape and mold private programs. Includes Group Plans, Ex- 
ecutive Compensation Plans, Fringe Benefits, Investing Trust 
Funds, Payment of Benefits, Guaranteed Annual Wages. One 
loose leaf Volume included. 











Dependable analysis of income tax results to investors of reorgan- 
izations, exchanges, rights, and other corporate changes. Makes 
apparent the exact tax effect and basis of completed transactions. 
In three Volumes, alphabetically arranged by company name to 
show capital changes histories of over 12,000 corporations. With 
continuing Reports of pertinent developments. 


REPORTS 








For dependable, continuing help in handling payroll problems 
involved under federal income tax withholding, federal social 
\ security taxes, federal wage-hour regulation, state and local 
withholding. No law texts, no regulations — but featured are 
plain-spoken explanations of “payroll law.” Encyclopedic 
Compilation Volume included. 











W rite for Details 1957 U.S. MASTER TAX GUIDE 
Based on internal Revenue Code 
COMMERCE. CLEARING, HOUSE, INC.. sg audited. dtsen deaonaliaae 
PUBLISHERS of TOPICAL LAW REPORTS etc. With explanations, rates, © 
-522 FIFTH AVE. 4025 W. PETERSON AVE. = 425 13th STREET, N.W. deductibles, non-deductibles. 
NEW YORK 36 CHICAGO 30. » WASHINGTON 4° 432 p.p., 6”x9", $3. 
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Effects of World Developments on Our 


Money and Capital Markets 


RAYMOND RODGERS 


Professor of Banking, Graduate School of Business Administration, New York University 


O FAR, THE REACTION OF BOTH BUSI- 
“ ness men and consumers to the 
tragedy in the Middle East has been 
quite sluggish and of little consequence, 
although its economic significance, to 
say nothing of its political danger, prob- 
ably equals that of any other happening 
of our time. This may sound like an 
extravagant statement, but it is made 
in all seriousness. 


Any interference with the flow of oil 
is bound to be serious in an oil-hungry 
world. The blocking of the Suez Canal 
and the sabotaging of the Iraq Petro- 
leum pipelines in Syria cut off 85% of 
normal transportation facilities for mov- 
ing that oil from the Middle East to 
Western Europe. Despite heroic efforts, 
particularly by the American oil in- 
dustry and our government, there re- 
mains a deficit of 15 to 20% of West- 
ern Europe’s normal oil requirements. 


Western European industry depends 
on Middle Eastern oil to a much greater 
extent than generally realized. The ratio 
of oil consumption to total energy util- 
ized in 1955 ranged from 9% for Ger- 
many through 13% for the United 
Kingdom to 44% for Sweden, and the 
ratios have undoubtedly risen since 
then. But the importance of oil to Euro- 
pean industry is considerably greater 
than these percentages indicate, as it 
powers the newer and more modern 
plants, i.e., the low-cost producers. 


In addition to the shortage of some 
500,000 barrels a day in supply, West- 
ern European industry has the problem 
of higher prices. With shipping rates 
soaring, a 5,000-mile longer haul around 
the Cape of Good Hope, and a decline 
of 40 to 45%, or some 1,700,000 barrels 
a day, in Middle East production, higher 
prices due to cost and supply factors are 
inevitable. 


Even more important, from the stand- 
point of the economies of the various 
countries, is the fact that a large part of 
the Western Hemisphere oil must be 
paid for in dollars. As a result, a dollar 
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shortage again threatens the stability of 
some of the leading European curren- 
cies, as can be seen from the drastic 
steps being taken to protect them. 


Impact of the Crisis on Europe 


On an overall basis, it is clear that 
the boom in Europe has been blighted. 
The shortage of dollars, oil, certain raw 
materials and shipping space, including 
cargo space to carry manufactured prod- 
ucts to overseas markets, makes a slow- 
down inevitable. 


In an effort to cushion the impact of 
the dollar shortage, England arranged 
to call on her full quota of $1,300,000,- 
000 in the International Monetary Fund, 
and immediately drew down $561-mil- 
lion of the amount. She arranged a 
$500-million line of credit with the Ex- 
port-[mport Bank of Washington, avail- 
able for the purchase of United States 
goods and services, including, of course, 
oil. (The interest rate is 414%, payable 
semi-annually!) She also asked the 
United States and Canada to cancel the 
payment of more than $100-million in 
interest due on loans on December 31, 
1956. In addition, import duties on gaso- 
line and other petroleum products were 
increased, higher income taxes were 
threatened, and the Chancellor of the 
Exchequer announced that, as a first re- 
quisite for restraining domestic demand, 
the policy of credit restraint, “which 
has played so important a part already, 
must be firmly maintained and if need 
be strengthened.” 


These steps taken by Britain are indi- 
cative of those which will, to a greater 
or lesser extent, have to be taken by 
the other countries of Western Europe. 
They all have a direct impact on our 
economy and on the United States Treas- 
ury, and thus on our money and capital 
markets. 


Five Specific Consequences 


Certain aspects of the impact of the 
Suez developments on Western Europe 
warrant specific analysis. 


1. Inflationary pressures will be re- 
duced, although the immediate effect 
on oil and other commodities which 
came through the canal will be inflation- 
ary. Gasoline rationing, which has be- 
come widespread in Europe, has reduced 
demand for automobiles. This, in turn, 
affects the industries which supply the 
automobile manufacturers. Other in- 
dustries which depend on gasoline, such 
as trucking, and newly established fac- 
tories which generally require oil for 
their operations, are also adversely af- 
fected. The resulting decline in business 
activity increases the ranks of the un- 
employed; and even a moderate rise in 
unemployment reduces the inflationary 
pressures which have plagued all Europe 
in recent years. It is inevitable that the 
demand for all kinds of durable con 
sumer goods will be materially reduced. 
This, in turn, will reduce the demand 
for credit and the revenues of the gov- 
ernments. 


2. Imports will be under pressure. 
Since oil, next to food, is the most im- 
portant import in European countries, 
it is obvious that they will do their best 
to curtail other imports, particularly 
from the dollar area. In order to sup- 
port gold and dollar reserves as much 
as possible, they will make every effort 
to sell more goods to the United States 
and Canada. But this is more easily at- 
tempted than accomplished. The neces- 
sary adjustments will have to be made 
more in the curtailment of imports than 
in the increase of exports. 


3. Gold and dollar reserves will de- 
crease, despite strenuous efforts to pro- 
tect them. Moreover, in Britain, for ex- 
ample, the need for even tighter foreign 
exchange control will further postpone 
the day of free convertibility of sterling 
into dollars. Similar dollar exchange 
difficulties will plague most of the other 
countries of Europe. 


4. More government control is in- 
evitable. Tightened foreign exchange 
control, with its licensing requirements 
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and restrictions, will further increase 
the power of the European governments 
over imports; and this will certainly 
hurt international trade. 


5. Integration of Free, Europe into a 
common market has been hastened. The 
current crisis practically assures the 
adoption of the proposal for the integra- 
tion of France, West Germany, Italy, 
Belgium, the Netherlands and Luxem- 
bourg into a “common market,” with 
immediate reduction, and ultimate elim- 
ination, of tariffs. Even Britain may be 
forced to join in a wider zone of limited 
free trade through partial “integration” 
with the group. As selected preferential 
treatment is the heart of the idea, and we 
are not members, the common market, 
too, regardless of any beneficial long- 
run effects, is bound to bring further 
pressure on the 25%, or some $4-billion, 
of our exports going to Southern and 
Western Europe. 

As this analysis indicates, the Middle 
Eastern crisis has accentuated the eco- 
nomic as well as the political weakness 
of Great Britain and Free Europe. In- 
evitably, the standard of living will be 
lowered. Inevitably, the level of business 
activity will be forced down. Inevitably, 
the overall effect on the economies of 
Europe will be deflationary. 


Adverse Impact on American 
Economy 


Such adverse economic developments 
in Great Britain and Europe are of 
great economic importance to the United 
States. Although the total volume of 
exposts will go up because of the in- 
crease in oil and coal shipments, ex- 
ports of other raw materials, agricul- 
tural products, and manufactured goods 
will necessarily decline. Moreover, un- 
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certainties arising out of the crisis will 
undoubtedly have a considerable psycho- 
logical impact on American business. As 
no one knows how long the difficulties 
will last, or whether they will become 
even more aggravated, or how far reach- 
ing their impact will prove to be on the 
European economies, a spirit of caution, 
whether in buying an automobile, a 
house, or new plant and equipment must 
be expected. 


Any such reappraisal of the business 
outlook will adversely affect not only 
the plans of management for expansion, 
but also the attitude of consumers. Clear- 
ly, a decline in exports of certain types 
of manufactured goods from the United 
States, particularly if accompanied by 
an increase in imports from Europe, 
coming at a time when productive ca- 
pacity in most of our industries has 
caught up with demand—and some in- 
dustries are actually suffering from 
overproduction—will have a dispropor- 
tionately adverse effect on the level of 
business activity, on employment, and 
on the margin of profits. These develop- 
ments will, in turn, bring pressure on 
the market price of equities and thus, 
ultimately, on the plans of management 
for capital expansion, and the plans of 
consumers for personal consumption. 


The possibility of a further devalua- 


tion of some of the leading European 
currencies constitutes a further element 
of weakness. Such devaluation would, 
at least temporarily, reduce the price of 
European products and increase the 
price of American products in terms of 
the depreciated currencies and, thus, 
would bring further pressure on -busi- 
ness activity in this country. 


As for direct financial costs, we must 
assist Britain and Western Europe to 
maintain a strong united front against 
Russia and the Cold War. Putting it 
more bluntly, we have to protect our 
investment of more than $60-billion— 
since 1946 alone—in their economic se- 
curity and military strength. Now, the 
new military-economic aid program for 
the Middle East calls for the expenditure 
of still more American money in that 
part of the world! 


While the direct impact of these de- 
velopments on our standard of living 
defies there are many 
evidences that it is indeed heavy. To use 
but one indication, the average increase 
of 29 cents a barrel in the price of crude 
oil, if applied to our entire domestic 
consumption of 9-million barrels a day, 
will cost consumers $2,610,00 each day, 
or close to $1-billion for the year, even 
if the additional mark-up in manufac- 
turing and distribution is disregarded. 
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Investment Advisory Service 


BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 

Our staff includes specialists experienced in the invest- 


ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 
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BROWN BROTHERS HARRIMAN & Co. 


PRIVATE BANKERS 


59 Wall Street, New York 5 


BOSTON 
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PROBLEMS 


in ar aen Tt 


When you 
have fiduciary 
or other 
financial 
problems in 
the Nation’s 
Capital that 
require 
prompt, 
careful 
action, call on 
American 
Security. 

We will be 
happy to 
serve you. 





Vv 
American Security 


& TRUST COMPANY 


Daniel W. Bell, President 
Washington, D. C. 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 
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Provident can call upon more 
than 90 years of trust and bank- 
ing experience while helping 
to solve your problems in the 
Philadelphia area. 


PROVIDENT 


TRUST COMPANY 


PHILADELPHIA: 
Chestnut at Seventeenth 
Chestnut at Twelfth 
Chestnut at Fourth 
Spring Garden at Sixth 
3701 North Broad 

(Drive-in Bank) 
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(Drive-in Bank) 
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Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 
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Careful weighing of all these factors 
forces the conclusion that the Middle 
East developments will have a much 
greater impact on American business in 
1957 than most executives and econo- 
mists have anticipated in their forecasts. 
In short, economic developments in the 
rest of the world are hastening the end 
of our boom; and it now looks as if it 
will come to an end much sooner than 
was expected as late as four weeks ago. 


Effect on Markets 


Middle Eastern developments also 
have a very important influence on credit 
policies of our Reserve authorities. For 
example, in December, when Treasury 
bills sold to yield 3.2%, that was taken 
by most observers as a certain indica- 
tion that the discount rate would be 
boosted from 3%. Traditionally, when- 
ever the bill rate is higher than the 
discount rate for any length of time, the 
discount rate is increased. But this was 
not done in December. Instead, the Re- 
serve authorities, through open market 
purchases, reduced the bill rate until it 
was in line with the discount rate, and 
thus made an increase unnecessary. 


Middle Eastern developments will 
have an even more basic impact on our 
capital market than on 
market: 


our money 


1. Capital expenditures by our oil 
industry, which reached a record level 
of $5.5-billion in 1956, will increase 
in the United States, Canada, and 
Latin America. 


2. Capital expenditures by Amer- 
ican oil companies in the Middle East 
will decrease. 


3. Capital expenditures of Amer- 
ican industry, other than oil, will prob- 
ably fall below their current level. 
(Of course, developments other than 
the Middle East crisis will contribute 
to this.) 


4. The life expectation of the boom 
has been shortened and its end has 
become more certain. 


5. The equity market, despite no- 
table exceptions, has been made more 
vulnerable. 

6. The bond market will be the 


“residuary legatee” of these develop- 
ments. 





FLORIDA LAWYERS LECTURE ON 
CITIZENSHIP VS. COMMUNISM 


A program of lectures by practicing 
lawyers on communism, citizenship and 
the importance of constitutional safe- 
guards has been developed by the Florida 
Bar, and endorsed by the Committee on 
American Citizenship of the American 





Bank Report Tells of 


Civie Service 


The 25th Annual Report was cho: on 
by Ohio Citizens Trust Co., Toledo, as 
a good medium for telling to the pu'ic 
the story of the services to the com. 
munity rendered by the bank personnel, 
In seven pages of illustrated text, ihe 
report describes both business and extra 
curricular services. 


Among the latter was the bank’s spon- 
sorship of a weekly radio program 
which in three years on the air presenied 
more than a hundred civic and business 
leaders. Other activities included an in- 
vestment plan that brought the city 
treasury three quarters of a million dol- 
lars, sponsorship of Junior Achievement 
and Girl Scout programs, accounting 
assistance for the “Mothers’ March on 
Polio” campaign, and support of many 
typical community fund raising and edu- 
cational plans. 


World-wide interest has developed, 
the report said, around the Student In- 
vestment Fund initiated by the bank in 
1950 by a gift of $2,500 to the Univers- 
ity of Toledo (T.&E. Nov. 1950, p. 792). 
Further gifts have raised the total to 
$10,000. With actual funds to invest in- 
stead of the imaginary money of previ- 
ous classes, the students became extreme- 
ly conservative. At first they bought only 
United States Government securities. 
Gradually a modest investment in stocks 
was worked out, and after six years the 
student management had increased the 
fund to $12,000. 


The bank also presents annualty an 
Achievement Award in Finance to the 
outstanding senior student of finance in 
the University’s College of Business Ad- 
ministration. 


Business activities described in_ this 
section include the bank’s profit-sharing 
retirement plan—‘first in Toledo and 
one of the first in the nation”—and the 
report states that “another important 
development receiving the earnest atten- 
tion of our trust officials has been the 
establishment by individuals and corpo- 
rations of charitable foundations.” 





Bar Association. Governor LeRoy Col- 
lins and the State Board of Education 
have approved it for use in Florida’s 700 
high schools, where it is already in 
operation. The guide material already 
has been adopted by the Bar Associations 
of Illinois and Ohio, and excerpts from it 
filled a reeent editorial colunifi in } ew 
York’s Sunday News. 
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How Glidden is growing with the 
8.8 billion dollar sales of appliances 


To help sell appliances of all kinds, to help make them 
perform better and longer, is a responsibility of sup- 
pliers such as The Glidden Company. 


Consider the part now played by protective coat- 
ings. The Glidden Company is a leading supplier of 
gleaming. finishes in an infinite range of colors, both 
to protect and beautify exterior surfaces of appli- 
ances. In addition, Glidden supplies polyester resins 
and other ingredient materials for plastic cabinets 
and parts. 


Pigments, that make today’s array of colors possi- 
ble, also come from Glidden. So do metal powders 
from which manufacturers now mold a myriad of 





PAINTS CHEMICALS - PIGMENTS - METALS 


Pigments and Metal Powders 
for industry 
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SOUTHERN CHEMICAL 


Terpene Chemicals; Resins 


precision parts, such as oil-less bearings, to help 
appliances run smoothly. 


Rubber, that seals appliances tight, is compounded 
with pine tar derivatives made by Glidden. And 
plastics, for handles on irons and knobs for TV 
sets, are improved through the use of Glidden 
soybean derivatives. 


These are but a few examples of the way The 
Glidden Company serves the huge appliance industry. 
And they are typical of the way Glidden grows 
through helping improve products, develop new ones, 
or reduce costs for the growth industries Glidden 


serves. The Glidden Company, Cleveland 14, Ohio. 


CHEMURGY 


Soybean Derivatives; 
Grain Merchandising 


Naval Stores; 





DURKEE FAMOUS FOODS 


For Food Processors; 
Restaurants; Consumers. 
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Operation Problems of 


A Mepium Trust DEPARTMENT 


Vice President 


T IS NOT UNCOMMON TO SPEND MANY 

weeks on the solution of one prob- 
lem in trust operations. All large banks 
and many of so-called “medium size” 
have personnel devoting full time to re- 
search for future needs. Many of the 
procedures that we are most proud of 
today will be discarded as obsolete in 
the future. 


It is of tremendous importance to get 
each new account off to the right start. 
The one who accepts the account is 
usually thoroughly familiar with the 
purpose of its creation, and the facts 
are fresh in his mind. He or some per- 
son with the qualifications to clearly 
interpret the document should: 


1. Prepare the trust docket for the 
administrative officer. 


2. Furnish the Investment Division 
with verbatim language on invest- 
ments, taken from the instrument. 

3. Prepare a synopsis card summar- 
izing investment powers. 


(Whenever the investment powers 
are so complex or involved that they 
cannot be described in a sentence or 
two, this card should be marked to 
refer the item to the person who 
made the original analysis, or to a 
senior administrative officer.) 


Policing Accounts 


It is essential to know where we need 
approvals, directions or court orders, 
and that these have been secured; also 
securities in each account are reviewed 
at least once a year, and that the direc- 
tions of the Senior Investment Commit- 
tee have been carried out. 


This policing should not be done by 
someone in trust administration or by 
any officer or employee of the Invest- 
ment Division. It can best be done by 
the Bank Auditor, who (at the time 
account is opened), should be furnished 
with a synopsis card telling what to 
look for and of any specific prohibition 
against any certain type of investment. 

The bank examiner has left with your 
bank his private record, in card form. 
This should be prepared at the time the 
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and Secretary, First National Bank, Chicago, Illinois 


account is opened, and all cards accumu- 
lated in one place, to be delivered to the 
bank examiner at his next examination. 
This procedure will avoid a bottle-neck 
or rush job. 


Operating records covering __ state- 
ments, remittances, special tax problems, 
amortizations, etc. are also perpared, 
and should be signed by the person re- 
sponsible for their preparation. Clerical 
employees should be forbidden to refer 
to trust agreements or wills to determine 


what should be done. 


(Nore: It takes less time to complete 
the actual form record than it would 
to issue a memo of instruction.) 


When any event changes the agree- 
ment, such as death of a donor or bene- 
ficiary, all records affecting this should 
be called back through this same source 
and new records established. 


It is quite common to find the origi- 
nal trust agreement or certified copy of 
the Will in the desks of various individ- 
uals in the Trust Department. These 
documents should be in locked filing 
cabinets and work carried on from 
copies. Typing and proof reading is 
many times more costly than the expedi- 
ent reproducing methods available to- 
day. And other departments of the bank 
could be charged for whatever use they 
might make of this equipment. 


Notes and Tickler 


Each document should have attached 
to it an index sheet where the attorney 
who opened the account certifies that 
the document is complete. 


If there are one or more codicils to a 
Will this fact is noted. Also note any 
supplements, to.a trust.agreement. Thus 
whenever it is necessary to make refer- 
ence, you have the entire document. 
Keeping codicils and supplements in the 
file, and the master document in the 
officer’s desk, could lead to very serious 
embarrassment. 


In probating an estate, most work is 
done entirely from memory. We should 


have a probate docket in every case 
where at a glance any interested person 
would know the exact probate status at 
all times. Certain duties in every estate 
are based on timing and provide heavy 
penalties if they are missed. 


To guard against uncertainties, acci- 
dents and memory failure, we should 
ticklerize these duties. And because they 
are the same in every estate, these tickler 
cards should be printed in a set. 


Asset Control 


Operations normally begin with the 
take-over of assets, and almost univers- 
ally there is a tremendous duplication 
of effort. The Bank Auditor should be 
put on notice before the actual securi- 
ties are delivered to the Operating unit 
responsible for entries and control. 


This can be done by a simple form 
merely summarizing what has been re- 
ceived; so many bonds, so many shares 
of stock, etc. This enables the Auditor 
to see that assets are promptly credited 
to the proper account. 


Only one form of receipt should be 
used. These should be numbered, used 
in numerical order and all accounted 
for. This form should be so designed 
that in one writing you secure the re- 
ceipt to the customer, Exhibit “A” to the 
trust agreement, and all other copies 
needed to enable various operating di- 
visions to set up their records at the 
same time. 


Normally there are five actions in 
connection with a security; buy, sell, 
receive, deliver and exchange. 

Assume a system built around ma- 
chine bookkeeping and addressograph. 
On receipt of an asset, it is necessary 
to describe it three times: once on the 
set of tickets already mentioned, once 
to post on the trust ledger, and a third 
to prepare addressograph plate. 

Unless you have carefully analyzed 
this problem, you will find that you 
are writing this information on the 
average of nine, perhaps eleven times. 
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Wher you buy or sell a security, it is 
necessary to describe it one more time 
because it is necessary to write either 
the buy or sell order in addition to the 
regular entry. On sales exclusive of 


) actual trading: 


1]. You must place responsibility with 
the person originating the sale. 


2. You must withdraw the item from 
ihe Vault. 


3. In many accounts, particularly 
agencies, you may wish to acknowledge 
the customer’s instructions. 


4. You may need a letter of trans- 
mittal to accompany the securities and 
in addition to payment you will want 
receipt from the buyer. 


A set of forms should be designed 
to perform all of these operations at 
one time and in one writing. 


If advice copy is not needed it should 
be destroyed. Buy orders involve all the 
above, with exception of the withdrawal 
order and, of course, the entire transac- 
tion should be accomplished in one writ- 
ing. 
and 75% of the entire 
cost of the average trust department is 
the money paid to people, less than 
2147 of the total expense is in station- 
ery, supplies and equipment. If we could 
trade 214 cent dollars for 70-cent dol- 
lars we would make a good trade. 


Between 70% 


Many times the Bank Examiner will 
request a list of all securities bought or 
sold since his last examination. This 
could be very costly. A quick and easy 
solution is to insert one form labled 
“Bank Examiner” (on both Buys and 
Sells} and have this file ready when he 
arrives. The more quickly we can fur- 
nish the Bank Examiner with his re- 
quirements, the more expedient his ex- 
amination, and the less his bill. 


Vault Control 
Filing of Securities: It is almost uni- 
versal practice in medium size trust de- 
partments to file securities in heavy 
Manila envelopes with a flap and _ rib- 


bon tie. a separate folder for bonds, 
stocks, mortgages and miscellaneous. 
Man. banks use a label to list the securi- 
ties Sled therein; withdrawn items are 
stric n off this list, new items added. 
[hers is no protection or purpose in 
usin: this type of folder. The only in- 
formation needed on the folder is the 
tru:' number of the account to which 
tho: securities belong. 

e folder should be light-weight and 
op -faced. In smaller accounts with 
on a dozen or so items, stocks should 
Marcu 1957 


be filed first followed by bonds, etc., all 
in one folder. In larger accounts, the 
bonds should be filed by corresponding 
interest due dates, such as, January, 
July, February, August, etc. 

Securities should be filed by capacity: 
one section for trust under will, one sec- 
tion for trust under agreement, etc. At 
bank examination time, the Examiner 
can audit one capacity without tying up 
the entire vault. 

Coupon Cutting: It is common prac- 
tice to have coupons cut daily by bank 
officers, from pre-determined requisi- 
tions. There seems to be a notion that 
when a person is made an officer, he is 
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In Philadelphia... 


years of experience 
and service to 
our customers 


consecutive years 
of dividends to 
our shareholders 


simultaneously endowed with super 
honesty. I see no need to have an officer 
do this clerical job. 

Coupons should be cut once a month, 
for the entire month, and for each ac- 
count without reference to any pre-de- 
termined information. Coupons are then 
matched with the coupon envelopes. Un- 
der this system, we have provided an al- 
most infallible audit of both the income- 
due tickler system and the actual filing 
of securities in the vault. To have an 
error occur, two people would have to 
make the identical error on the same 
item. 

In preparation of the coupon enve- 
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MORE THAN ONE BILLION, SEVEN HUNDRED MILLION DOLLARS IN 
SECURITIES AND OTHER ASSETS ARE NOW ENTRUSTED TO OUR CARE 
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lope the amount of coupons is shown on 
each envelope. An adding machine run 
should be made, and the coupons deliv- 
ered to the Coupon department and con- 
trolled by it in the same manner as items 
received from customers for collection. 


Further economy is effected if one of 
the coupon cutters is an employee of 
the Collection department since this 
eliminates necessity for re-checking and 
re-counting the items in the Coupon 
Department. 


Trust Posting 
& Classification 


Many banks use a unit system of post- 
ing; that is, a separate ledger sheet for 
income cash, principal cash, securities, 
and a fourth sheet called corpus sheet in 
which everything is posted in chrono- 
logical order. 


With this method, each time you pur- 
chase or sell a security which involves 
payment of both principal and interest, 
the entire transaction must be posted 
four times. Also to determine your cash 
position, it is necessary to withdraw 
ledger sheets in two separate files. 


I would recommend a “consolidated” 
system of posting which provides a col- 
umn in which the entire entry is de- 
scribed, with cash and security controls 
adjusted in the proper columns directly 
opposite each entry. The transaction is 
described only once. Present bookkeep- 
ing machines are equipped with cross- 
footers and totalizers, and it is only ne- 
cessary to adjust the stops to conform 
with this type of ledger sheet. 


In almost every Trust Department I 
have visited, they know only the total 
number of accounts, but none know how 
many accounts of each class. Knowing 
the number of accounts and the total 
volume of each type of business would 
greatly simplify the reports you are re- 
quired to prepare from time to time. 


Trust Statements and Remittances 


If you are less than one month be- 
hind in rendering your statements, you 
are in the select group. The average is 
three months, many are five or six 
months behind. Statements can be pre- 
pared mechanically or as a by-product 
of your daily posting. 

Our statements are forwarded to ac- 
countants, actuaries, lawyers, business 
men and to individuals of all types. The 
statement which would please the ac- 
countant is probably too elaborate for 
the average individual. 


No one can tell more than is on 
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your ledger records. A_ consolidated 
system of posting gives the customer a 
ledger sheet copy. 


Carry a sub-account for each parcel 
of real estate, with monthly transfer of 
accumulations to the master account 
which should show only gross rents 
and disbursements, and the bank’s fee. 
Segregating the entries affecting each 
piece of property, will expedite tax work 
and analysis of management results for 
each property. 

It is common practice for every divi- 
sion of a Trust department to write 
checks which are, in effect, blank cash- 
ier’s checks. This is hazardous. 


All checks should be issued in one 
central location, prenumbered and _is- 
sued in numerical order. A check re- 
quisition and journal ticket should be 
prepared and approved whenever mon- 
eys are to be disbursed. Under no cir- 
cumstances should the check requisition 


or journal ticket be returned to the 


requisitioner. 
Operations Management 


An organizational chart of a Trust 
Department shows such divisions as 
probate, personal trust and agency, in- 
vestment, estate planning, etc. With 
equal rank should be the operations 
man, completely divorced from routine 
clerical work. He should have an oppor- 
tunity for research and study not only 
on present but future problems. To pre- 
pare outlines or a manual, and develop 
other educational features which will 
put adventure into the lives of your 
employees. 


Most of your employees are presently 
doing what they are doing because 
someone told them to do it that way. If 
we want the best efforts from our people 
we must give them more than money 
or fringe benefits. 


The operating man should from time 
to time review the unsolved problems 
with management, in order that they 
may be worked on in the order of im- 
portance, and progress can be checked. 


Analyze the wording of all entries to 
establish uniformity in posting. The first 
word in each security transaction should 
indicate the action being taken, such as 
Bought, Sold, Received, Delivered, Ex- 
changed. Every entry of interest, divi- 
dends, etc. should be described in ex- 
actly the same manner... . . 


The operations manager should have 
the responsibility to establish the proper 
cost system, and be available for coun- 
sel in establishing standard fee charges. 





3 Keys to Efficiency 


Three rather unusual practices hve, 
I believe led to greater efficiency and 
economy in our Trust department. 


1. We have a so-called general force 
of fourteen who have no regular jo) as. 
signment. Vacations, absenteeism and 
extraordinary or unusual activity are 
covered by this general force. 


2. Whenever we have an unusually 
large job (such as issuing of a siock 
dividend or rights) we handle this job 
in a special space set aside for that pur. 
pose. We borrow supervision from the 
regular department. This permits us to 
let the regular work flow. 


3. In addition we have three units 
which assist all of our administrative 
officers in all divisions. Each administra. 
tive officer in every division of the 
Trust Department has only four duties: 
customer contact, responsibility, deci- 
sion and training. For example, the unit 
servicing the Investment Division per- 
forms the following duties: 

1. To prepare account reviews 

2. Assemble data for security analy: 

sis 

3. Process purchases and sales to 

completion 


4. Write 95% of letters for Invest- 
ment Officer’s signature 


The Investment Officer sees all incoming 
correspondence before it is turned over 
to this service unit for completion. He 


is in no way relieved of responsibility, 
but is relieved of detail. 


Some Presidents. Directors, or Senior 
bank officers have- criticized the Trust 
Department for its expenses and lack of 
profits, and later appeared before the 
senior trust officers with a demand that 
some favorite son (possibly in the 75% 
tax bracket or better) be given trust 
service at a ridiculously low rate or no 
charge at all. 


Many times top management will in- 
sist that the Trust Department handle 
accounts for charitable or public insti- 
tutions at a discount rate (25% to 75°) 
far below the normal charge. Would it 
not be better for the Trust Department 
to charge its full rate, and if the Bank 
wishes to make a contribution to do s0 
out-right. 

A- A. & 
@ Bankers Trust Co., New York, has 
established two $1,500 fellowships at the 


Harvard Business School. The awards 
are for outstanding students who are 
interested in banking as a career. The 
fellowships run for two years, one being 
granted each year to a first-year stu Jent. 
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ALLIS-CHALMERS 


...serving the 
growth industries 








PUBLIC WORKS 














MANUFACTURING 


Allis-Chalmers Highlights 


Sales and Other Income 





All Taxesg............... 





a ae 
Earnings per Share of Common Stock”..................... 


Dividends Paid per Share of Common Stock* 
Shares Outstanding 
Preferred stock. 





Common stock* 





Dividends Paid 
Preferred stock 





NS SE Ee TT 
Share Owners’ Investment in the Business 
Preferred StOKk...000.........cc-.c0....... 





Common stock... 





Earnings retained... 





Total share owners’ investment............. 


Book Value per Share of Common Stock“............... 


Working Capital... 
Ratio of Current Assets to Current Liabilities 
Number of Share Owners 

Preferred stock 

























Common stock 





Employes 
Number of employes 





Payrolls 





Saneomiien for ew stock split in June, 1956. 


ALLIS-CHALMERS <0 @ * 





Mar 





$551,592,589 | $538,045,485 
33,822,287 | 34,774,217 
20,355,045 | 24,805,326 
2.42 3.03 

2.00 2.00 
122,899 186,471 
8,141,435 7,888,724 
635,857 941,278 
16,044,658 | 15,526,911 
12,289,900 | 18,647,100 
159,852,403 | 153,028,580 
124,129,723 | 120,455,193 
296,272,026 | 292,130,873 
34.88 34.67 
267,495,462 | 273,895,488 
3.13 to 1 5.49 to 1 
699 2,147 

47,449 40,222 
38,803 40,182 
194,140,323 | 176,715,591 
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For copies of the 

Annual Report write 
Allis-Chalmers Manufacturing Co. 
Shareholder Relations Dept. 

1141 S. 70th St., Milwaukee 1, Wis. 








divisions 


Power Equipment 
Construction Machinery 
industrial Equipment 
Farm Equipment 
General Products 

Buda 


plants 


Beardstown, Illinois 
Boston, Massachusetts 
Cedar Rapids, lowa 
Gadsden, Alabama 
Harvey, Illinois 
independence, Missouri 
LaCrosse, Wisconsin 
LaPorte, Indiana, 
Norwood, Ohio 
Oxnard, California 
Pittsburgh, Pennsyivania 
Springfield, Wlinois 
Terre Haute, Indiana 
West Allis, Wisconsin 


Essendine, England 
Lachine, Quebec, Canada 


St. Thomas, 
Ontario, Canada 








Chan gesin [rust Examination 


VALUE OF COMPARABLE DATA AND VALUATIONS 


Associate Director, Division 


RUST INSTITUTIONS HAVE ABSORBED 
4 ip tremendous growth in volume of 
business and at the same time have had 
the wisdom and flexibility to take on 
changes which would have been revolu- 
tionary indeed 25 years ago. I have in 
mind the numerous statutory and con- 
ceptual changes in trust investments, 
widened application of estate planning. 
in patterns for assessing fees, wider ac- 
ceptance of the principle of cost analy- 
sis, development of special techniques 
for administration of a huge increase 
in volume in the employee benefit trust 
field, establishment of common trust 
funds, forward steps in education of 
trust personnel and in more effectively 
carrying the trust message to the public. 


There is no little evidence to support 
the belief that the supervisory function 
has had, with the understanding coop- 
eration of trustmen, a salutary effect 
both in inculcating or maintaining high 
standards of trust administration. I re- 
call one bank which devised a mock 
questionnaire, patterned after the one 
then in use by the Reserve Bank, and 
which included questions such as: 


“When did the trust officer 
speak to the treasurer?” 


last 


“How many times in the last year 
have you practiced law or medicine, 
sold insurance, or performed other 
illegal operations?” 


“Do you think that a bank exam- 
iner should be elected, appointed, or 
electrocuted ?” 


The early (and, I’m sure, superficial) 
opposition and irritation has long since 
been discarded and, in exchange, we 
now commonly find sympathetic accept- 
ance and, not at all infrequently, en- 
thusiastic support for the present-day 
trust examination function. 


Likewise, it is rare indeed today to 
find the policeman-type, chip-on-the- 
shoulder examiner who attempts to im- 
pose the law or, even worse, his own 
pet whim. Examination work has no 
place for “little Caesars” nor for the 
petty critic who fails to reach the heart 
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of Examinations, Board of Governors of the Federal Reserve System 


of any problem because he is so busy 
magnifying the exceptions found in 
fringe details. Our efforts at examiner 
training and education include our part 
in the Inter-Agency Bank Examination 
School, several sessions of which, at 
both “junior” and “senior” level, have 
been held each year since 1952 from 
which 625 examiners and assistant ex- 
aminers went back to the three Federal 
and several State supervisory agencies 
participating. | 


Goal of Trust Examination 


de- 
the 
de- 


The primary purpose of a trust 
partment examination is to disclose 
condition of a trust department, to 
termine the effect—immediate or ulti- 
mate—of trust operations upon the 
bank as a whole. Collateral purposes are 
concerned with disclosure of practices 
which may be detrimental to settlors, 
beneficiaries and others for whom the 
bank fiduciary and 
agency capacities, and a constant effort 
toward improvement in the quality of 
service. 

The trust examination function is 
very largely a means for appraisal of 
performance with emphasis on disclos- 
ure of situations which have created, or 
contain the possibility of creating, lia- 
bility for the bank. . . . The examina- 
tion process cannot insure sound, effi- 
cient and profitable trust department 
operation, but it can point out weak- 
nesses in organization, in practices and 
in policies, and assist management in 
making desirable changes. 


acts in various 


Changes have been made to adjust 
our examination approach to the chang- 
ing character of trust department as- 
sets and business. As examples, the re- 
port form now in use by the Federal 
Reserve System is in its third model 
change since we pioneered this field in 
1933. The major changes reflect the 
authorization of common trust funds, 
the growing importance of pension and 
profit sharing trusts, and specialized at- 
tention in larger centers to concentration 


of corporate trust and agency activities. 
At the same time, the report form and 
accompanying procedures have reflected 
a decreasing concern with problems 
which were troublesome 20 to 25 years 
ago. 

The determination of an appropriate 
trust examination scope is subject to 
many influences. These include not only 
the volume of assets and character of 
accounts under administration, the ef- 
fects of features peculiar to the organ- 
ization, operating practices, and_ the 
audit and control function of a particu- 
lar trust institution, but also its history 
and special problems, in short, its “per- 
sonality.” 


Conflict of Interests in Employee 
Plans 


Legislation to require registration, re- 
porting and disclosure of employee wel- 
fare and benefit plans, has again been 
introduced in the current Congress, in- 
fluenced, in part, by knowledge of abuses 
—actual and potential—in the conflict- 
of-interests area. The self-serving invest- 
ments occasionally made in connection 
with administration by banks of benefit 
trusts created for their own employees 
present a situation which is particularly 
disturbing to bank supervisors. Such in- 
vestments as have come to our atten- 
tion include a parcel of land adjoining 
the bank for customer parking, a site 
acquired for erection of drive-in facili- 
ties and the building thereon, ownership 
of the main banking premises. These 
are isolated cases. Much more common. 
but not much less alarming, is the em- 
ployment of these funds in the capital 
stock of the bank in proportions unrea- 
sonably large in relation to the trust 
corpus; 25-40 per cent or more. 


Such investment practices, in our 
view, are contrary to fundamental prin 
ciples of trusteeship; they irrevocably 
mesh the ability of the trust to pay 
employee benefits with the financial suc- 
cess of the employing bank. Also, sub- 
stantial holdings of stock of the trustee 
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bank in benefit trusts for employees of 
the bank carry a variety of other pos- 
sible disadvantages; such as, the oppor- 
tunity for perpetuation of management, 
failure to carry forward successfully a 
needed increase in capital stock. In 
nearly every case of this kind, it seems 
the questioned investments need not 
have been made; acceptable investment 
results could have been obtained by em- 
ployment of funds in ways not carrying 
the taint or risks of a self-serving inter- 
est. 


Now the Common Trust 


\dministratively, the common trust 
fund seems to be performing its intended 
function well and without notable difh- 
culty. While common funds and _ the 
effectiveness of applicable regulations 
have yet to be tested in an economic 
down-swing, supervisory examinations 
currently disclose very little in the way 
of substantive criticism of common 
trust fund administration. The apparent 
concern of a few years ago related pri- 
marily to (1) the bona fide fiduciary 
purpose test for participation of trusts 
and (2) the propriety of advertising the 
funds, seems to present no immediate 
problems of broad consequence. Per- 
haps the most bedeviling problem stems 
from that “bona fide fiduciary purpose” 
phrase which, at once, embodies the 
purpose for authorizing common trust 
funds and the restriction upon their use. 
The Regulation does not say bona fide 
trust; the requirement is a “bona fide 
fiduciary purpose”; quite a difference! 

While operation of a common trust 
fund might enable a trust institution to 
accept small trusts which it otherwise 
would be unwilling to handle. it was 
contemplated that trust guise or form 
should not be used to enable a trust 
institution to operate a common trust 
fund as an investment trust attracting 
money seeking investment alone and to 
embark in effect upon the sale of parti- 
cipations. to the public as investments. 
It appeared desirable to use largely gen- 


eral language, omitting certain exact. 
arbitrary restrictions which might un- 
duly hamper use of common trust funds 
for proper purposes, 

What is “Bona Fide”—Purpose 

and Advertising? 

| determining whether a particular 
trus is created and used for “bona fide 
fidi. iary purposes,” it is necessary to 
con.der not only the terms of the trust 
ins! ument but also other facts and cir- 
cu: tances concerning its creation and 
usi 


his is particularly true in the field 
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of revocable living trusts where legal 
form is not, by itself, sufficient evidence 
of bona fide fiduciary purpose. Author- 
ization of revocable trusts for common 
trust fund participation should be pre- 
ceded by particularly careful determina- 
tion of the bona fides of their use and 
purpose to avoid improper use of the 
fund as a medium attracting individuals 
primarily seeking investment manage- 
ment. It could have been so much simp- 
ler from the standpoint of our super- 
vision of the Regulation if revocable 
trusts had been excluded by definition 
from trusts qualified for common trust 
fund participation. But such a restric- 
tion in more exact language was unne- 
cessary because the Board was confident 
that the interested banks would not 
abuse the clear intent and spirit of the 
Regulation. 


In soliciting trust business for com- 
mon fund participation or advertising 
the fund itself, banks are admonished to 
use particular care in the preparation 
or approval of advertising copy and to 
see that it is in every way compatible 
with the spirit as well as the letter of 
Regulation F. The tone of advertising 
should in every manner be appropriate 
to the collective uses and advantages of 
common trust funds without seeking to 
popularize any particular use or ad- 
vantage. However, advertising which 
fails to make clear that a common trust 
fund is solely a facility for the invest- 
ment of funds held for true fiduciary 
purposes or advertising which overem- 
phasizes the advantages of such funds 
for investment or estate building pur- 
poses would be inconsistent with the 
applicable restrictions on publicity of 
such funds. 


The Board’s first annual survey* of 
common trust funds, covering all Sec- 
tion 17(c) funds in operation at least 
12 months (as of 1/31/56) covered 198 
funds of 162 banks involving assets at 
market aggregating $1,857 million. Of 
the present number of common trust 
funds (237) 159 or 67% have been es- 
tablished since January 1, 1950. 


The Need for Useful Statistics 


There has been a revival, in strength. 
of inquiries concerning the lack of com- 
plete and authoritative statistics in the 
personal trust field, from legislators, 
Government agencies, bankers, econo- 
mists, students of financial affairs, and 
your own Trust Division. There is a 
long history of interest in this subject, 


*See Federal Reserve Bulletin, Aug. °56 and 
TRUSTS AND ESTATES, p. 768, Sept. ’56. 
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but little success in satisfying demands. 
There are also impressive arguments on 
both sides of the question, and those of 
us on the Board’s staff involved with it 
have tried to find some kind of middle 
ground where the legitimate needs and 
uses for trust statistics could be recon- 
ciled with the very real practical diffi- 
culties of obtaining from trust depart- 
ment records data in a form and scope 
which would be meaningful and useful— 
and most important—which would not 
be misleading to users of the data and, 
as a consequence, possibly damaging to 
trust business. 


The principal obstacle lies in the na- 
ture of records and record-keeping prac- 
tices of trust institutions which, although 
varying widely as to form and proced- 
ure,, do not, in the typical case, lend 
themselves to the type of statistical re- 
porting desired for most economic analy- 
sis. One outstanding example is the fact 
that values of assets held, as utilized for 
record-keeping purposes, do not reflect 
current market values; the dollar con- 
trol figures employed represent inven- 
tory or cost values of the property, par 
values or unit values, and not infre- 
quently, a combination of these. 


While most trust institutions main- 
tain subsidiary records containing more 
current values, obtained incident to pe- 
riodic reviews of personal trusts, consid- 
eration of attempts to develop useful 
statistical data from such sources has 
disclosed a variety of serious difficulties. 
Additional difficulties relating to scope 
and content arise in using available rec- 
ords to compile information on market 
transactions. 


Another obstacle of consequence lies 
in the fact that fiduciary appointments 
of several kinds are commonly mingled 
in a single account classification for 
record and control purposes, and not 
infrequently, agency and fiduciary ac- 
counts are intermingled in such manner 
as to render their reclassification difh- 
cult and costly. Neither are fiduciary 
accounts classified by the extent of ad- 
ministrative responsibility or invest- 
ment authority delegated to the fiduci- 
ary institution. Classification of ac- 
counts in such manner for the purposes 
of statistical reporting would be next to 
impossible, except for very broad cate- 
gories and with respect to marketable 
securities only. 


Closing Gap in Savings and 
Investment Knowledge 


Nevertheless, it must be recognized 
that the lack of information on personal 


trusts is one of the major gaps in knowl- 
edge of the nation’s saving and invest- 
ment processes. Banks and trust com 
panies have under their administration 
a very large proportion of the trust bus: 
ness of the country. Presently availab! 

data provide only a fragmentary pictur 

of the total of bank administered pe 

sonal trusts or the composition of their 
assets. Neither do available statistics in- 
dicate the changes over a period of time 
in the composition of trust assets. 


One cannot assume that the composi- 
tion or changes in the portfolios of bank 
administered personal trusts are similar 
to those for individuals generally. The 
effects of professional management of 
personal trusts undoubtedly result in 
significant deviations from the average 
patterns of investments by individuals. 
Savings through personal trusts cannot 
be distinguished from any other net ac- 
cumulation of wealth by individuals. For 
analysts concerned with money and 
credit markets and the impact of mone- 
tary policy on these markets, the lack 
of information on either the total, the 
composition or the turnover of personal 
trust portfolios represents a serious de- 
ficiency. 


Although trust holdings bulk so large 
in the common stock picture, there is 
little basis on which to assess the im- 
pact of trust investments on the level of 
or fluctuations in stock market prices. 
It is impossible to gauge the responsive- 
ness of these portfolios to interest rate 
changes, to changes in the availability 
of private investments, or to variations 
in the terms of Government debt offered. 
There can be little doubt that an im- 
provement in our knowledge of personal 
trust portfolios would provide for more 
competent analysis of market develop- 
ments and their relationship to mone- 
tary and debt management policies. 


At the specific request of the Senate 
Banking and Currency Committee, we 
have been exploring these matters for 
some months. A special committee of 
the Trust Division is now actively en- 
gaged in similar studies. Both efforts 
are aimed at determining whether ac- 
curate and informative data can be ob- 
tained by application of sound statistical 
sampling methods. It is quite proper 
that all of us concerned with this im- 
portant question have moved slowly and 
cautiously. Surely, some day, trust busi- 
ness will have basic and up-to-date s'a- 
tistical facts for the benefit of all th«se 
who have a proper interest in such 
information. 
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Tae JEKYLL AND HYDE OF INSURANCE 


— and Its Investment Opportunities 


SHELBY CULLOM DAVIS 


Shelby Cullom Davis & Company, New York 


ies GOING TO PRESENT MY CONCLU- 
sions first in the manner of the old- 
time pugilistic one-two, and then give 
the reasons why I believe: 


1. That fire and casualty stocks 
today are more attractive than at any 
time in the last ten years. 

2. That they will, according to 
reasonable expectations, appreciate 
50 per cent during the next upturn in 
underwriting earnings, probably by 
1958-59. 


The insurance business is unlike al- 
most any other. Its paid-in capital and 
surplus are not invested in factories or 
structures but in high grade securities. 
These immediately begin to throw off 
income on their own, which increases 
each year in escalator fashion just as 
does their net worth or liquidating 
values. 


Thus, an insurance company has a 
double aspect, a kind of Dr. Jekyll and 
Mr. Hyde. Dr. Jekyll corresponds to the 
investment side of the business, which 
represents the fundamental permanent 
values of insurance companies. The in- 
surance side of the house is another 
story, like volatile Mr. Hyde. Underwrit- 
ing is subject to violent ups and downs 
and cyclical swings. Oddly enough, the 
market for fire and casualty insurance 
stocks takes its cue almost entirely from 
the mercurial Mr. Hyde, rather than 
from the “everyday in every way I’m 
getting better and better” investment 


side of Dr. Jekyll. 

And that is why insurance stocks are 
the best buys in the last ten years. 1956 
was the worst year in dollar losses the 
fire and casualty companies ever experi- 
enced. Although final figures are not 
complete, it appears that the industry 
as a whole operated at a negative mar- 
gin of underwriting profit. After several 
years of poor underwriting experience 
{due to the violence of the hurricanes 
on the Eastern Seaboard in 1954 and 
1955) losses unexpectedly arose in fire 
and automobile lines last year. There 
appears to be no one explanation for 
this unexpected change. In 1955, for 
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example, fire losses were only 114 per 
cent ahead of the previous year, for 
1956 losses were 12 per cent ahead. Fire 
rates at the same time were trending 
downward. Since loss costs in fire 
amount to 50 per cent of the premium 
dollar, a rise in loss costs of 12 per 
cent means a diminution of profit mar- 
gin by 6 per cent. Since most fire com- 
panies would be happy to earn a 6 per 
cent margin of underwriting profit, this 
rise in loss costs alone has been suffici- 
ent to put the fire companies in the red. 


Almost the same story can be told 
for casualty insurance in the worsening 
loss experience of automobile lines. Not 
only did auto fatalities and accidents 
rise, but the cost of claim settlements 
rose as well—-so that for the year °56 
loss costs in automobiles lines also prob- 
ably rose at least 12 to 15 per cent. 
Since loss costs represent 50 per cent 
of these premium dollars too, reduction 
in the profit margin of 6 to 714 per cent 
was enough to put the important auto- 
mobile lines in the red. Other lines, such 
as ocean marine, beset by the gigantic 
Doria and Stockholm losses, were in the 
red also. The year 1956 was a notable 
one in which practically all insurance 
lines—or products—lost money. 


Upward Swing in Profits 


This has created the present oppor- 
tunity. Insurance is a regulated business 
and a kind of semi-public utility. Ac- 
cording to the rating laws of the 48 
states, insurance rates must be reason- 
able, as far as the policyholders are 
concerned, and adequate as far as the 
companies are concerned. A fair meas- 
ure of adequacy over the years has been 
) per cent of earned premiums. Some 
lines, such as workman’s compensation, 
have a lower allowable margin of profit 
(214%). But overall 5% would be a fair 
and working average for the underwrit- 
ing margin of profit allowed by the 
various state insurance commissioners. 
In practice it has worked out that way: 
for the 5 years ending 1955 it was 5.4%; 
for the past 20 years, 6.1%. 


So when the industry is operating at 
a negative margin of profit as in 1956, 
this is inadequate, and _ corrective 
measures are called for. The last time 
the business operated at a clearly inade- 
quate margin of profit was 10 years 
ago, in 1946, when there was actually 
a profit margin of 1.2 per cent. Cor- 
rective measures were taken in 1947; 
and the margin of underwriting profit 
improved to 3.7 per cent. In 1948 to 8.8 
per cent, and in 1949 to 12.4 per cent. 
When the pendulum swings too far one 
way and produces an inadequate margin 
of profit, it tends to swing too far the 
other way and produces a handsome 
margin of profit in order to create an 
average over the period. I believe we 
are in the early stages of such a swing 
upwards in the underwriting margin of 
profit now. 


In 1947, two corrective measures were 
taken in both fire and automobile. Rate 
increases were the first since the early 
*20s in fire insurance; and they will 
take place again this year. It will take 
some time for these to become effective, 
because many of the policies have a 
3- to 5-year term, and become effec- 
tive only upon expiration. Another 
avenue of approach in fire, which the 
companies are going to use this year 
as in 1947, is a sustained effort to bring 
insurance up to value. A sum of $1- 
million has been appropriated by the 
National Board of Fire Underwriters for 
a 13-week campaign on TV and radio 
to bring insurance up to the new and 
higher values. Since 1947 the cost of 
dwellings has risen 42 per cent. In homes 
the value of contents has increased a 
great deal, not only because of the rise 
in prices, but because of the addition 
of more valuables. Since most losses are 
partial losses, the companies will actual- 
ly have very little more at risk if an 
assured takes out 10 per cent or 15 per 
cent more insurance. The company re- 
ceives its money right away — the re- 
lief is immediate. This, plus the in- 
crease in rates, should bring back (ire 
underwriting to the black. 
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Furthermore, it is believed an increase 
in fire rates in New York, on an emer- 
gency basis, will be announced shortly 
— and this will be the forerunner of 
rate increases elsewhere. New York is 
known as a “strict” state; and if the 
authorities in New York believe that an 
emergency exists, other state supervisory 
authorities will also. An emergency cer- 
tainly exists when some of our topflight 
companies are losing in underwriting 
as much as $15- to $20-million a year. 
Should such losses continue, certain of 
the smaller more marginal companies 
might well get into difficulties — and 
this is specifically what an insurance 
commissioner is supposed to safeguard 
against. 


Higher Rates Aid Casualty 


Companies 


In automobile, rate increases are al- 
ready under way; and it is safe to pre- 
dict that before the next month or two 
rate increases will have been announced 
in almost all the states. Several weeks 
ago, rates in auto liability were in- 
creased as much as 30% in California, 
and various other substantial amounts 
in eight western states; on Feb. 1, rates 
were increased 33% on male drivers 
under 25 in Virginia. The insurance 
commissioners have moved swiftly, and 
a trend factor has been put in the rates 
so they will not always lag behind prices 
during an inflationary period. In gener- 
al, it takes into account the trend in 
cost settlements of claims over the past 
several years and assumes that this 
trend will continue for the next year or 
two when the claims resulting from ac- 
cidents in 1957, for example, will prob- 
ably be settled and paid for. 


There is another approach in solving 
the auto insurance problem; increased 
emphasis on safety. This also occurred 
in 1947, and auto fatalities have shown 
a more favorable trend. Because of the 
recent favorable figures, auto fatalities 
for the year as a whole rose only 5%, 
although-in the early part of the year 
they had run as high as 18% ahead of 
1955. Increased publicity about the 
carnage on the highways and heightened 
emphasis on safety campaigns are prob- 


ably the reasons for the better experi- 
ence. Connecticut has led the way in 
bettcr law enforcement, and its figures 
have become most favorable. In New 
Yor: there is a bill which would sus- 
pen’ for 60 days the operating license 


of - driver who has been convicted 
twic> of speeding. Although claim set- 
tlen--nt costs continue to rise . . . with 
Cor: -ctive measures being taken in most 
instance lines this year, it would ap- 


Mescu 1957 


pear that in the 1958-59 period, most 
insurance lines should be operating well 
in the black — and this should increase 
interest in insurance shares. 


The Widest Divergence 


For almost three years, fire and cas- 
ualty stocks have been in a bear mar- 
ket. They reached their peak in August, 
1954, just before Hurricane Carol struck 
the Northeast, followed by Diana and 
Edna. Since then, values have fallen 
about 25-30 per cent while the funda- 
mental values of the fire and casualty 
companies, the Dr. Jekylls, investment 
income and net worth or liquidating 


value, have risen about 25 per cent. 
Thus there has been an important diver- 
gence, prices down because of the un- 
derwriting Mr. Hyde, yet fundamental 
values, the Dr. Jekyll — investment in- 
come and net worth — up about 25 per 
cent. Meanwhile, the general market has 
advanced 25 per cent so that this im- 
portant divergence of approximately 50 
per cent between the general market 
and insurance stocks is the greatest in 
more than a decade. Such a divergence 
existed in 1945/7 when insurance shares 
were again out of favor. Following the 
corrective measures of 1947, insurance 
shares staged an independent bull mar- 
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ket and shot ahead 41% in 1948/9 
while the Dow Jones Industrials were 
rising only 11] per cent. A similar per- 
formance in 1958-1959 might easily take 
place. 


From the standpoint of fundamental 
values, price times investment income 
and price in relation to net worth, the 
prices of most fire and casualty stocks 
today compare favorably with other ex- 
tremely depressed times in the market, 
such as 1947 or 1942 or the spring of 
1940. 

I believe the undervaluation of the 
individual group as a whole is so deep 
today that a reasonable expectation is 
for an advance of approximately 50 per 
cent. 


Specifically Speaking 
What securities look attractive at the 


present time? Five different types ex- 
emplify certain theses: 


First, I believe the insurance business 
is going to witness a great many 
mergers, both in order to improve the 
competitive position of companies and 
to cut costs. Companies which are mer- 
ger candidates and which may be sought 
after may therefore become very desir- 
able properties and have a “plus” value. 
Such a “plus” value would seem to be 
Aetna Insurance of Hartford, a fine old 
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name with a good although not notable 
record, extremely cheap in itself, selling 
at about 111% times last year’s invest- 
ment income and at a discount of 45 per 
cent from net worth. It possesses con- 
siderable leverage, having $150 of 
premiums for each share of stock, so 
that in a period of profitable under- 
writing such as 1958-59, its earnings 
could rise to $12.50-$17 per share — 
at current market, it is selling at only 
514-6 times these potential earnings. 


It is an excellent merger possibility, 
through exchange of stock with its fel- 
low companies in Hartford, Connecticut 
General, or Aetna Life. It is known that 
Connecticut General desires to enter the 
fire insurance business — and what 
more natural candidate? Because of the 
similarity of names between Aetna Life 
and Aetna Insurance, the former would 
look, I believe, with considerable mis- 
givings at any attempt on the part of 
outside interests to purchase Aetna. 
Therefore, to keep Aetna in Hartford 
(one important Hartford company has 
recently been bought and control moved 
to Chicago), Aetna Life might well con- 
sider an offer of exchange. This would, 
in my opinion, be friendly and based 
around the net worth of Aetna or $120 
per share. The price of Aetna stock, 
therefore, might advance from its pres- 
ent 73 or so to around 110-120. 


Improved Management 


The second type of company which 
interests me is the improving manage- 
ment situation. The clearest case of im- 
proved management that I know of in 
a long time in insurance is American 
Insurance, which merged recently with 
American Auto. The combined company 
will have a higher investment standing. 
American Insurance has always had a 
quality fire insurance business, but a 
very poor casualty business. In fact, 
during the last 10 years, its casualty 
business lost 8 per cent on earned 
premiums, so that its fire profits were 
reduced 40 per cent by its casualty 
losses. American Auto has always had 
a first class casualty manager, and dur- 
ing the same 10 years had a margin of 
profit of 4 per cent on earned premiums. 
Had American Insurance been able to 
earn 4 per cent on its casualty business, 
its overall profits would have doubled. 
It is not difficult to foresee earnings of 
$3.50 to $5 per share during 1958-59; 
and this stock, which currently yields 
close to 5 per cent. would seem able to 
sell in the 35-40 range. 


In today’s market, increasing atten- 
tion is paid to value. Great American is 


extremely cheap statistically and has a» 
outstandingly strong capital and surpl» ; 
position. It is not at all difficult to sce 
the stock at 52 in the next several yeas 
— a profit of 50% from current leve:». 
At that time, I would expect its inves:- 
ment income would be $4.25 to $4.50 
per share; total earnings $5.50 to $6.50: 
and net worth, assuming no change in 
the general stock market, of around &¥. 


Auto Insurance Candidate 


A fourth type of stock which seems 
attractive is the growth type in the auto- 
mobile insurance field. Automobile in- 
surance will receive its rate increases 
first; and since most policies are for one 
year only, by the spring of 1958 the 
new rates will be fully effective. Govern- 
ment Employees Insurance concentrates 
solely upon automobile insurance, and 
it should receive all the benefits. It is 
a low cost producer, since it sells through 
the mails and by word of mouth. It 
has concentrated upon government em- 
ployees, first federal, then state and 
municipal, but also now sells to other 
groups, such as retired army officers 
and college professors, etc. — the type 
of people who it does not believe will 
be driving around the country at night 
and running into telephone poles. Its 
experience is consequently better than 
average, and costs way below average 
because it does not sell through agents. 
For the past 10 years (through 1955) its 
margin of profit was 24.2 per cent. It 
is not difficult to foresee total earnings 
in the neighborhood of $10 per share 
by the middle of 1958; and it would ap- 
pear that this stock, now around 5/7, 
might sell in the 90-100 area. 

Some people like to buy only the blue 
chip or Tiffany stocks — and the cheap- 
est of these at present is Hartford Fire. 
It has a distinguished name and _ top 
management and an agency plant around 
the country that is second to none. It is 
also a high-priced stock, and for that 
reason may have a certain plus value. 
It is not difficult to foresee earnings of 
$15-20 per share by 1958-59 on which 
it could well sell around 200 or some 
50% above current level. 


It seems quite probable that invest- 
ment income by 1958-59 will have risen 
40-50 per cent in many companies since 
their last dividend increases. So when 
underwriting profits return, dividends 
will be raised importantly, and there 
will be many stock dividends. These 
actions will act as a tonic upon the ‘n- 
surance share market and_ that 
be a time for an agonizing reappraisal! of 
insurance stocks — quite opposite frem 
that of today. 
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Record 1956 sales of $669 million 


MORE THAN 32,000 PEOPLE in Allied’s Net earnings—$47 million—$4.74 a share 


divisions are engaged in making and marketing 3000 different 


. ‘ Cash dividends continuously for 36 years 
products—and their progress is making news. 


—in 1956: $3.00, plus 3% in stock, to 


than 30,000 stockholders. 
IN RESEARCH AND DEVELOPMENT, Allied Ree ee stockholders 


made the biggest news in 1956 with an expenditure during the 


ee @® 
year of $17,500,000, three times the amount ten years ago. 





The Annual Meeting of Stockholders will be 


IT WAS AN ACTIVE YEAR in construction, too, 
with $77,000,000 going for new plants and equipment—40% 
more than in 1955. 


NOTEWORTHY DEVELOPMENTS: included 
a new corporation jointly owned by Allied and Kennecott 
Copper Corporation which will make titanium, “miracle metal 
of the jet age.’’ Another development is Allied’s increased stake 
in atomic energy with the first privately owned plant for making 
refined uranium salts, feed. material. for Atomic Energy Com- 
mission plants. 


Marcu 1957 


The Annual Report 
gives a comprehensive 
account of the 
Company’s progress 
in 1956. We'll be 
glad to send a 

copy on request. 
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held at 61 Broadway, New York City, 
Monday, April 29, 1957 at 1 P.M. All stock- 
holders are cordially invited to attend. 





DIVISIONS: 


Barrett » General Chemical 

National Aniline + Nitrogen 

Semet-Solvay + Solvay Process 
International 


61 Broadway, New York 6, N.Y. 








Specific Phases of Taxation of 


NCOME IN RESPECT OF DECEDENTS 


CARTER T. LOUTHAN 





Angulo, Cooney, Marsh & Ouchterloney, New York 


HE INTERNAL REVENUE CODE OF 

1954 does not define the phrase “in- 
come in respect of a decedent” which 
was first used in the Revenue Act of 
1942. The Committee Reports make it 
clear that Congress intended to continue 
to tax what would have been income ac- 
crued to the decedent in the broader 
sense of the Enright’ case. The 1942 
amendments were designed to change 
only the rule as to the persons who were 
liable for the tax on such items and the 
time when they should be reported. The 
Committee Reports said: 


“ * * * the revenue laws have con- 
tained provisions including in the in- 
come of a decedent * * * all income 
accrued up to the date of his death 
* * * This section changes the exist- 
ing law by providing that such 
amounts shall not be included in the 
decedent’s income but shall be treat- 
ed, in the hands of the persons re- 
ceiving them, as income of the same 
nature and to the same extent as such 
amounts would be income if the dece- 
dent remained alive and received such 
amounts.’ 


Despite this rather clear history there 
have been some cases which push the 
meaning of “incomé in respect of a de- 
cedent” beyond any such limits. 


Right to Bonus? 


The leading example is O’Daniel’s Es- 
tate v. Comm.® There the decedent had 
worked for his corporate employer for 
more than twenty years before his 
death in November 1943. The corpora- 
tion had a bonus plan in which the dece- 
dent had participated for several years, 
but he had no enforceable right to any 
bonus for 1943 until his share was des- 
ignated by the appropriate officer. No 
such designation was made until March 
1944. The Court said that the bonus was 


[The first portion of Mr. Louthan’s paper was 
devoted to a summary of the pre-1942 law on this 
subject and of the 1954 Code provisions which are 
basically the same as those enacted in 1942. Ed.] 


\Helvering v. Enright, 312 U.S. 636 (1941). 


2H.R. Rep. No. 2333, 77th Cong. 2nd Sess., p. 
83; S. Rep. No. 1631, 77th Cong. 2nd Sess., p. 100. 


3173 F. 2d 966 (1949). 
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derived through rights the decedent had 
acquired, which even though not en- 
forceable, were expectancies which later 
bore fruit, and that the statute intended 
to cover into income of the estate any 
right derived from’ services rendered 
while living. The Court accordingly held 
the bonus taxable to the estate as in- 
come in respect of a decedent. 


This decision seems erroneous. The 
decedent had rendered services which 
might entitle him to a bonus, but that 
could not be determined until he was 
named as a taker by the appropriate 
corporate officer. As no such designation 


occurred in the decedent’s lifetime. no ~ 


right to further compensation for such 
services accrued prior to or at death. 
There was not even enough of a right 
to the bonus to make it includible in 
the gross estate for estate tax purposes. 


If there is not enough of a property 
interest to be includible in the dece- 
dent’s gross estate, it must follow that 
there was no income during the dece- 
dent’s life, which constitutionally could 
be taxed to him. If there was no income 
which constitutionally could be taxed to 
the decedent during his lifetime, there 
was no income in respect of a decedent 
which could be taxed to some one else 
after his death. The flaw in the Court’s 
reasoning lies in ignoring the fact that 
the Enright case required that the dece- 
dent have an asset before he can have 
an accrual of income. 


The result reached in the O’Daniel 
case may be correct on another ground. 
As there was no property right at the 
date of death, there would be no asset 
properly includible in the estate tax 
return. It would follow that the estate 
had no basis for the bonus eventually 
received. Thus any amount received as 
a bonus would be income unless exempt 
as a gift, devise or bequest. As the de- 
cedent had nothing to pass on to his 
estate, it clearly was not a devise or 
bequest. Since the employer paid the 
bonus on account of past services, it 
would not appear to be a gift within 
the exemption statute. 


Crops and Livestock 


In Estate of Burnett, a rancher died 
owning crops and cattle which he had 
raised on the place. The decedent had 
not used inventories in computing his 
income and had deducted the expenses 
of raising the crops and livestock. The 
Commissioner contended that the value 
of the crops and cattle represented in- 
come. The Tax Court said that the mere 
ownership of assets did not produce in- 
come and that there was no income ac- 
crued at death within the meaning of 
the law as it existed prior to the 1942 
amendments. 


Considerable confusion as to the pres- 
ent validity of the Burnett case has been 
caused by Comm. v. Linde.* There the 
decedent was a grape grower. He had 
delivered grapes to a cooperative which 
processed them into wine and eventu- 
ally marketed them. When such grapes 
were delivered to the cooperative, they 
were comingled with the grapes of other 
members and decedent was assigned a 
percentage of interest in the wine pool 
which would entitle him to the same in- 
terest in the eventual proceeds of sale. 
The Court of Appeals for the Ninth 
Circuit held that the proceeds were in- 
come in respect of a decedent. 


The decision seems correct. When the 
decedent delivered the grapes to the co- 
operative he thereafter had only the 
right to receive a specified percentage of 
the proceeds of sale. That seems a sufli- 
cient disposition of the grapes (although 
there was no technical sale) to give rise 
to income in respect of a decedent. 


However, the Court cited the O’ Daniel 
case with approval and generally indi- 
cated that it thought the law should be 
interpreted so that all items which would 
have been income if they had been col- 
lected by the decedent should be treated 
as income in respect of a decedent. The 
Court further indicated that it did not 
think the Burnett case necessarily was 
controlling under present law. This o)- 


42 T.C. 897 (1943). 
5213 F. 2d 1. 
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servation has caused great confusion in 
the feld as to whether unsold crops and 
raised livestock constitute income in re- 
of a decedent. It is believed that 


speci 
this uncertainty eventually will be 
cleared up by confining the Linde case 


to its facts and leaving the principle of 
the Burnett case undisturbed. 


A somewhat related problem arises 
where percentage depletion has been 
taken with respect to bonus or advance 
royalty payments, but there has been 
no mineral production before death. In 
Estate of Seeligson,® it was held under 
the accrual statute that there was no 
accrual of income under those circum- 
stances. The Court pointed out that 
there was assurance that mineral 
production might not be obtained after 
the decedent’s death. The Court further 
pointed out that under the Regulations, 
percentage depletion taken on bonus or 
advance royalties is restored to income 
only when the lease expires, terminates 
or is abandoned without production 
having been obtained.’ It is believed 
that the same rule should be applied 
under the present statute. ’ 


no 


Clear Cut Cases 


Over the years, certain items have 
been clearly established as income in 
respect of a decedent. 


Interest and the increment on United 
States Savings accrued to the date of 
death is income in respect of a dece- 
dent.” However, if a decedent dies be- 
tween interest dates on United States G 
bonds, there is no income in respect of 
a decedent. This result is based on the 
technical ground that interest on such 
bonds is payable only if the bonds are 
owned on the interest date.” 


The Supreme Court finally settled the 
law as to the accrual of dividends by 
holding that they accrue to the persons 
owning the stock on the record date.!° 
Where the record date is prior to the 
date of death, stock is valued without 
regard to the accrued dividend which 
is reported for estate tax purposes as a 
separate item. If death occurs before the 
record date, but after the dividend is 
declared, the value of the stock includes 


the dividend so declared. 


There has been some confusion in 


case- where stock listed on an exchange 
*14: F. 2d 358 (1944). 
Se 1.612-3 of the Proposed Regulations on de- 
pleti. sets forth the same rule as the earlier regu- 


latior relied on by the Court. 


Ses. 1.691(a)-2, Example (3) of Proposed Regu- 


*Ex:ate of King, 18 T.C. 414 (1952). 


ate of Putnam v. Comm., 324 U.S. 393 
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goes “ex-dividend” four days before the 
record date. The dividend is not accrued 
and does not yet represent an asset sev- 
erable from the stock. However, the 
quoted value for the stock does not re- 
flect the dividend. Thus the value of the 
stock for estate tax purposes is the sum 
of the dividend declared and the quoted 
value of the stock. As there is no income 
in respect of a decedent, no deduction 
is allowed for any part of the estate 
tax payable with respect to such de- 


clared dividend. 


Where a decedent has acted as trus- 
tee, but his commissions are not payable 
until allowed by the court, they never- 
theless constitute income in respect of 
a decedent when paid to his estate after 
his death."! Such rule is consistent with 
the inclusion of such commissions in 
the gross estate for estate tax purposes.!* 


Situations Not So Clear 


The statute provides that where an 
income beneficiary has a different tax- 
able year from the estate or trust, he 
shall include in his return the income 
which is distributable or properly paid 
or credited to him during any taxable 
year of the estate or trust ending with 
or within his taxable year.1* Where no 
taxable year of the trust or estate ends 
during the period from the beginning of 
the beneficiary’s taxable year and the 
date of his death, there is doubt as to 
the taxable status of income which was 
11Estate of Basch, 9 T.C. 627 (1947). 


12Estate of Robinson, B.T.A. Memo Op., { 
12,253-A CCH Board of Tax Appeals Service. 


Secs. 652(c) and 662(c). 


distributable or distributed during such 
period. 

The Regulations" state that the bene- 
ficiary’s income for his last taxable pe- 
riod includes only income actually dis- 
tributed to him and that any income dis- 
tributable to him, but not actually dis- 
tributed to him, is to be treated as in- 
come in respect of a decedent. These 
provisions seem of doubtful validity 
since income which is distributable is 
taxed to the beneficiary irrespective of 
receipt. Such uncollected, but distribu- 
table income, clearly constitues an as- 
set of the estate subject to estate tax. 
The rule of the Regulations thus will 
operate to allow an income tax deduc- 
tion for the estate tax payable with re- 
spect to such distributable, but undis- 
tributed, income. 


If a decedent sold property prior to 
his death, but the proceeds of sale are 
not received until after his death, the 
profit will be income in respect of a 
decedent. Section 1014(c) of the Code 
fixing the basis of property acquired 
from a decedent expressly states that 
these provisions are inapplicable to 
property which constitutes an item of 
income in respect of a decedent. Thus 
the results may vary considerably de- 
pending upon whether the property has 
been disposed of to the extent that there 
is income in respect of a decedent. If 
so, the profit is computed by reference 
to the decedent’s basis and the profit 
is ordinary income or long or short 
term capital gain to the same extent it 
would be if it were being taxed to the 


Sees. 1.652(c)-2 and 1.662(c) -2. 
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you meet your trust and business needs in 
busy Central Massachusetts ... 
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446 MAIN STREET, WORCESTER, MASSACHUSETTS 
533 MAIN STREET, FITCHBURG, MASSACHUSETTS 
249 MAIN STREET, SOUTHBRIDGE, MASSACHUSETTS 
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decedent. The estate tax attributable to 
the income item is allowable as an in- 
come tax deduction. On the other hand, 
if the disposition has not been suffici- 
ently completed to result in income in 
respect of a decedent, the property will 
acquire a new basis under Section 1014 
so that there will be no profit on the 
sale. Correspondingly, no deduction will 
be allowed for the estate tax attributable 
to the property sold. 


Business Interests 


This question is of importance in con- 
nection with buy and sell agreements 
covering stock in closely held corpora- 
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tions. The proposed Regulations’ make 
it clear that the usual buy and sell agree- 
ment between a stockholder and the 
corporation or other stockholders does 
not produce income in respect of a de- 
cedent since the sale is consummated 
after death. 


The taxation of a deceased partner’s 
interest in firm earnings for his last 
taxable year involves some overlapping 
statutory provisions which are trouble- 
some. Section 736(a)(1) of the Code 
provides that payments in liquidation 
of a deceased partner’s interest in the 
firm shall (except to the extent treated 
as in payment for his interest in part- 
nership property) be treated as a dis- 
tributive share of the partnership in- 
come to the recipient. Section 753 pro- 
vides that amounts so includible in the 
gross income of a successor in interest 
of a deceased partner shall be consid- 
ered income in respect of a decedent. 
Section 702 sets forth the general rule 
that each partner includes in his income 
his distributive share of the firm income. 
The basis provisions relating to prop- 
erty received from a decedent, as here- 
tofore noted, do not apply to property 
constituting income in respect of a dece- 
dent. 

A partner in computing his taxable 
income takes into consideration his dis- 
tributive share of the partnership for 
its taxable year ending within or with 
his taxable year.'° The taxable year of 
a partnership does not close as the re- 
sult of the death of a partner.'* Thus, 
unless a partnership year fortuitously 
ends on the same day that a partner 
dies, the decedent’s return will not in- 
clude any part of his distributive share 
of the income of the partnership’s cur- 
rent taxable year. The deceased partner 
may have drawn down and spent all or 
substantially all of his share of the cur- 
rent partnership income. Nevertheless, 
such income is considered as income in 
respect of a decedent which is to be 
taxed to the estate or other successor in 
interest. 


The Regulations'® provide that the en- 
tire distributive share allocable to the 
successor of a deceased partner is to be 
considered income in respect of a dece- 
dent, even though a lesser sum (because 
of pre-death withdrawals) is includible 
in the taxable gross estate for estate tax 
purposes. An example in the Regula- 
tions!® also makes it clear that in com- 

15Sec. 1.691(a)-2(b) Example 4. 

16Sec. 706 (a). 

M7Sec. 706(c). 


18Sec. 1.753-1 (a). 
19Sec. 1.753-1(c). 





puting the allowable income tax dev ic. 
tion for the estate tax paid on income 
in respect of a decedent, the ertire 
amount considered to be income in re. 
spect of a decedent under Section 736 
(a) is to be deemed subject to the es. 
tate tax although it cannot be ideniiiied 
on the estate tax return. 


Restricted Stock Options 


In the absence of statute an uncxer- 
cised restricted stock option would not 
result in income in respect of a dece. 
dent. Since the option was not exer. 
cised there was no accrual before death. 
Nothing accrues at death even though 
the stock then had a value in excess of 
the option price, since the option never 
may be exercised for a variety of rea. 
sons. 


However, Section 421(d) (6) specific. 
ally provides that under certain limited 
circumstances an unexercised 85% -95% 
restricted option is to be treated as if 
it were an item of income in respect of 
a decedent and that an income tax de- 
duction may be taken for the amount of 
est@te tax attributable to such option. 
Similar treatment is not accorded to the 
more common 95% restricted stock op- 
tion. 


Assume that a decedent died owning 
an 85%-95% restricted stock option, 
which his estate exercised and then sold 
the stock. The statute requires the estate 
to report as ordinary income an amount 
equal to the spread at the time the 
option was granted or exercised, which- 
ever was the lesser. The estate’s basis 
for the stock so sold is the option price 
plus the ordinary income so reported. 
The gain computed by reference to such 
basis is treated as a long term capital 
gain. The statute seems to allow the 
estate an income tax deduction for the 
amount of estate tax allocable to the 
value of the option, but Section 1.421-5 
(3) of the proposed regulations allows 
a deduction only for the portion of the 
value treated as ordinary income. 


However, if the decedent died owning 
a 95% restricted stock option, which 
his estate thereafter exercised and then 
sold the stock, the result is different. No 
ordinary income is required to be re- 
ported by reason of the exercise of the 
option or the subsequent sale of the 
stock.”° Although the value of the op- 
tion is includible in computing the de- 
cedent’s taxable net estate, neither an 


increased basis is allowed?! nor is 4 
20Sec. 421(b) applies only to 85%-95% ptions 
and there is no equivalent provision as ‘0 95% 
options. 
21Sec. 1014(c). 
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deduction allowed for the estate tax 
attributable to the value of the option 
because there is no income in respect 
of a decedent. 


It would appear that a better result 


' would be reached by continuing to sub- 


ject the value of the option to estate tax, 
by using the estate tax value of the 
option as the basis for the purpose of 
computing capital gain on the sale of 
the stock, except that the estate would 
be required to report as ordinary in- 
come the spread on an 85%-95% op- 
tion at the date of grant or exercise, 
whichever is lower. So much of the es- 
tate tax as is attributable to the portion 
of the spread taxed as ordinary income 
would be allowed as an income tax de- 
duction. 


If the statute were thus amended, 
there would be no income to the estate 
in the case of a 95° option unless the 
proceeds of sale of the stock exceeded 
the estate tax value of the option. Such 
gain would be a capital gain. 

In the case of an 85%-95% option 
the estate would be taxed on the same 
amount of ordinary income as would 
have been taxable to the decedent less 
the estate tax attributable thereto. No 
other income would be realized unless 
the proceeds of sale (less the portion 
representing ordinary income) exceed 
the estate tax value. in which case the 
excess would be capital gain. 


Exemptions and Deductions 


An income tax exemption is allowed 
up to $5,000 of any amount paid to the 
beneficiaries of the estate of a deceased 
employee by reason of the employee’s 
death.“* However, this exemption does 
not apply to any amounts which consti- 
tute income in respect of a decedent, 
eg. payments for uncollected salary or 
unused leave. Other exceptions are 
made which are not here material. 


Only certain deductions are allowed 
to offset income in respect of a decedent. 
They are business and nonbusiness ex- 
penses. interest and taxes. These items, 
if otherwise allowable, also may be de- 


ducted for estate tax purposes. Section 
642\s: of the Code expressly excludes 
such ‘eductions from the general rule 
requir'ng the taxpayer to elect whether 
to tas° deductions for estate or income 
lax purposes. 


Co. zress has recognized that it would 


be in: quitable to impose both an income 

and ' estate tax upon the same item. 
Secti» 691(c) accordingly allows the 
“Sec. 101(b). 
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estate tax attributable to the net amount 
of income in respect of the decedent to 
be claimed as an income tax deduction. 
The amount of estate tax attributable to 
the net income in respect of the dece- 
dent is determined by computing the 
estate tax on an estate which does and 
does not include such income item. The 
difference between such amounts repre- 
sents the estate tax attributable to such 
net income. Obviously, the tax so de- 
termined is that imposed at the highest 
estate tax brackets. 


As income in respect of the decedent 
actually is collected, the estate tax, com- 
puted as set forth above, is allowed as 
a deduction. The amount allowable in a 
particular year equals the ratio of the 
gross income in respect of the decedent 
received in such year to the total gross 
income in respect of the decedent. 


The estate tax allowed as a deduction 
is that actually paid after subtracting 
all credits against the tax. This treat- 
ment is proper as to the credits for gift 
tax and prior taxed property. However, 
the reduction for the credits for state 
and foreign death taxes does not seem 
proper. To illustrate, the top gross fed- 
eral estate tax rate is 77% on estates 
over $10 million. However, the credit 
for state death taxes is 16%, so that 
only 61% of the income in respect of 
the decedent will be offset by the estate 
deduction. A credit for foreign death 
tax would reduce the allowable deduc- 
tion even further. In large estates, the 
combination of income taxes and es- 
tate taxes at the highest rates will pro- 
duce a tax load of over 100%. It seems 
clear that that situation should be cor- 
rected. 


As the income tax is being imposed 
on what is corpus to the recipients, a 
deduction should be allowed for any 
liens or charges on it, even though such 
lien is a death tax imposed by another 
jurisdiction. 

An estate is entitled to deduct income 
in respect of a decedent which it dis- 
tributes to a beneficiary since such in- 
come is included in taxable net income 
and is not excluded in determining dis- 
tributable net income.”* Since all dis- 
tributions made in the taxable year 
(other than those specifically exempt) 
are taxable up to the amount of dis- 
tributable net income, a distributee may 
be taxed on income with respect of a 
decedent. 


The deduction allowed for the estate 
tax attributable to income in respect of 


*8Sec. 642. 


a decedent reduces the net taxable in- 
come and thus also reduces distributable 
net income. However, that distorts the 
calculations made under the estate and 
trust provisions as to amounts taxable 
to the beneficiaries. The proposed Reg- 
ulations** provide that such deduction 
is to be eliminated in computing distrib- 
utable net income. However, to the ex- 
tent that income in respect to a decedent 
is deemed to have been distributed to 
a beneficiary, a proportionate part of 
the estate tax deduction is allowed to 
such beneficiary. 


*4Sec. 1.691 (c) -2. 
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Waat Is Your EMpLovee PRoprem 2 


Program of Training to Assume Responsibility 


ROBERT COLTMAN 


Vice President, Philadelphia National Bank, Philadelphia 


HE TRUST INSTITUTIONS OF THIS 
: honlles are cannibalizing each other 
eating up each other’s insufficient supply 
of leadership material. Too frequently 
the good new people we do get we train 
for good jobs—with our competitors 
and we too have to “go outside,” or 
advance persons without supervisory 
qualifications. There they will help with 
the dismal process of discouraging our 
most able young people. These things 
happen when management does not put 
itself into the training effort, or even 
take the trouble to think about what is 
required, 


While I’m still convinced that train- 
ing situations and trainees are each one 
different, there seem to be some answers, 
and quite a few significant questions 
that apply to all of us. 


Kurt Solmssen of Smith, Kline and 
French International, recently told me 
his answer to the question—what gives 
his company tremendous vitality, devel- 
opment and growth. “I attribute it to two 
things: 1) our entire organization is 
trained to ask itself every morning 
when we come to work: does what we’re 
doing make sense? and 2) top manage- 
ment, too, is given to asking vital ques- 
tions. The right answers come easy, if 
you can get the right questions asked.” 


I'll assume you are not marginal be- 
cause of uneconomic size, or passive at- 
titudes, or unwillingness to charge 
enough to give good service; that you 
are realistic in recognizing what you 
must pay today for good people, in 
both dollars and assistance for develop- 
ment; and that you will have to sell 
these good people to get them and to 
hold them; that you are making the 
fullest possible use of readily available 
training aids. If your Training problem 
is organizational, however, perhaps some 
of this paraphernalia could help. A liv- 
ing organization chart with different 
colors for ages, degrees of adequacy 
and promotability; training plan and 
progress sheets for each promotable in- 
dividual; job descriptions and evalua- 
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tion, including officers; merit rating. 
based on a factor method (and how do 
you use it?). An operating manual. 


In any case, the first concern of man- 
agement is personnel. It has a trustee 
responsibility for the future of its suc- 
cession, your department and institution. 


The Steering Committee 


Our “steering committee” was born 
because management was busy with 
special problems at the time but also 
because we wanted to ask people what 
they wanted in the way of training and 
other forms of communications. 


First came a questionnaire from the 
department head to a cross-section of 
the department. The answers showed a 
widespread interest and desire for bet- 
ter information. A small committee was 
appointed to work out a basic plan. It 
recommended a non-officer, democrati- 
cally elected Steering Committee. 


The Steering Committee was elected 
by the whole department, officer and 
non-officer vote. The Committee mem- 
bers interviewed all members of the 
department for ideas and suggestions, 
and undertook assigned responsibilities, 
as follows: 


#1—chairman — mouthpiece — gen- 
eral educational meetings (by 
and for other departments) 

#2—complaints — ideas — sugges- 


tions — expediter 


#3—department educational meetings 
(sections of department) 


#4—secretarial training 


#5—recording and editing of meet- 
ings — development of a train- 
ing manual 


To date, the programs have been con- 
ducted by non-officers (often juniors or 
novices) who have explained the func- 
tions of their sections. The entire de- 
partment has been invited, with attend- 
ance never less than 60%. Several meet- 
ings have been held to explain our 
work to other departments and vice 
versa. 


Written Policies 


Development of policies which are 
clear (can be stated in writing) is an 
excellent way to free, not fetter, your 
officers. This idea now widely accepted 


with respect to investment policies, js | 


equally applicable to administrative, 
operating and new business policies. The 
framework is restrictive only within 
very broad boundaries. On these broad 
highways officers are free to make de. 
cisions without prior committee ap. 
proval. If they want to go off the high- 
way for good reasons they go to the 
committee. It focuses committee atten- 
tion on policy, and can be a 
in training. 


great help 


Our organization thinks this idea in- 
valuable. It stirred up a lot of interest 
at GSB in °56. Inquiries and some ex: 
periments have resulted in Philadelphia, 
New York, Chicago, Washington, D.C., 
Richmond, Los Angeles, San Francisco. 
Detroit and up-state Michigan and Wis. 
consin; 
write a thesis on it. 


What Is a Trust Officer? 


It may seem strange to ask that ques- 
tion. But, strangely enough, if you want 
to train one you have to know what one 
is. One answer appeals to me. The Trust 
Division of the First National Bank of 
Chicago has the reputation of being one 
of the most profitable in the country, 
and Joe Keckeisen is credited with a pri- 
mary role in bringing that about. He is, 


incidentally, Chairman of ABA Trust | 


Division Committee on Operations for 
Trust Departments. 


In answer to my question as to what 
he would stress as advice, Joe’s No. 1 
suggestion was: “So organize your oper- 
ation that your officers can be told their 


jobs are to consist solely of one or more | 


of the following: 


Customer contact—decisions 
sibility 
them that if they engage in clerical 
activity they will waste the benk’s 
money, the penalty for which is to be 


resoon- 
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training — supervision. Tell | 
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and a man at GSB wants to | 
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fred Make thorough periodic surveys 
to determine compliance or lack of it.” 


This requires that officers be backed 
up by vigorous young men and women 
in operating groups for each function. 
They have real jobs and are well paid. 
At the First, these juniors produce vir- 
tually all the letters and memos, only 
about 3% of which have to be changed. 
They learn by doing, thinking, solving 
problems, making mistakes. That is the 
concept of “Completed Staff Work,” 
written about by J. Lewis Powell, Major 
General Archer L. Learch, and others. 
To train men and women to become 
Trust Officers, you must first be one, 
not merely a glorified super-clerk. 


How Do You Establish Training? 


At a recent meeting of The National 
Industrial Conference Board in New 
York an entire session was devoted to 
training. John R. Hickman of B. F. 
Goodrich, disposed of the question of 
whether line men have time to train by 
saying that “they have time to do what- 
ever they (and their supervisors) think 
is most important to the company and 
to their own progress. It’s a question 
of motivation.” How do you motivate 
for training? 

Put the responsibility for training in 
the written job description and merit 
rating form of every individual who has 
any degree of supervisory responsibility. 
Remind everybody of its importance 
again and again. Analyze the strengths 
and weaknesses in the training attitudes 
and practices of your line supervisors; 
evaluate them; let the supervisors know 
these will affect their progress. Spend 
at least as much time and effort train- 
ing your trainers as in training your 
trainees. 


Goodrich has a slogan for their super- 
Visors’ attitude toward their men. They 
say: “I’m for you”—“I’m going to try 
to help you learn and develop and ex- 
pand your capacities, your responsibili- 
ties, your compensation, as much as you 
and | can—because—I’m for you.” 

Av executive of Bostitch, Inc., follow- 
ed with two more good points. You 


must analyze what a job is, or what you 
wan! it to be, before you can train for 
it. | 


‘tailed training progress reports in- 
clud:ng opinions as well as facts, of 


grec’ importance for evaluation of the 
trairce, are of even greater importance 
for -valuation of the trainer or super- 
Visc.. They might even reveal a practice 
of : oving incompetents up to policy- 
malng levels just so they can’t foul up 
Ope: (tions, 
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The basic Goodrich training method 
is problem-solving, first as an exercise, 
and as soon as possible in actual prac- 
tice. After a training film “customer” 
says, “I don’t want any part of your 
tubeless tires,” trainees are asked to dis- 
cuss ways of overcoming sales resist- 
ance. Only then is the training film’s 
suggested solution (or solutions) shown, 
and the trainees are invited to question 
or criticize that too. 


Contacts with Associates 


What priority in your working day 
do you assign to questions (including 


small ones) involving personnel? It had 
better be first if you want them to be 
interested in doing what you want done. 
When your associate comes to you with 
a problem, do you ask his opinion? his 
recommendation? for discussion of al- 
ternatives? Takes time, but it’s training. 
Do you, as soon as possible, push your 
fledgling out of the nest? 


A man who on paper appeared well 
qualified as a trust administrative officer 
candidate, was always leaning on other 
people too much. He was very ambiti- 
ous for a title but he wouldn’t take re- 
sponsibility. At last he was sent to a 
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distant branch office where he had to 
make decisions. It was make or break. 
and it made. 


The converse situation will be met 
with a lot of able and ambitious young 
men today. They’re smart enough to 
know that responsibility for decision- 
making leads to acquiring judgment, op- 
portunity, and advancement. Talk to a 
typical Harvard Business School gradu- 
ate about a_ several-year “training” 
merry-go-round of observing and rota- 
tion and he'll just fade away. We can’t 
judge their capacities by ours at their 
age. If it doesn’t make sense to them 
they won't take it. 


Are these “industrial notions” inap- 
plicable to banking? Lloyd Brace, presi- 
dent of First National Bank of Boston, 
told the Connecticut Bankers last spring 
we must give young men the oppor- 
tunity for making decisions as early as 
possible, for two reasons: the good of 
the young men themselves, and the good 
of us oldsters who are senior officers in 
name but have not now time to perform 
our senior management responsibilities. 


As Adrian Massie put it in a recent 
conversation — “Take the water wings 
off them. Throw them in the water. 
Some will sink but most of them will 
swim.” 








WE WELCOME 


opportunities to put our long years of 


experience in the New England banking 


and trust field at the service of those who 


need cooperation in this area. 
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Communications and Leaders!ip 7 
q 


At this point I depart from the sc ipt : 


to give you, in place of it, Dr. Ha:old 
Stonier’s criticism of this section of my 


draft. 


“I rather lean to the concept that a 
leader should be liked. . . . You have 
had the experience, no doubt, of ob. | 
serving men in officership position who 
know their stuff but people just don’t 
like to work for them. They antagonize | 
people, perhaps unconsciously. On the 
other hand, I have seen less competent 
officers arouse people who work with 
them to supreme effort and to sacrifice 
—all because they like the man who 
is their boss and they feel that man 
would go to bat for them any time. 


. : v 
“Now. I know a lot of hot-shot offi- 


cers think they should be ‘respected’ 


and not liked particularly, but in our — 


generation the word “training” for the 
youngsters in many cases connotes boot 
camp on Parris Island and other places. 
I think many of our younger people are 
repulsed by the concept of training. Our 
educational system does not emphasize 
it much any more. We have to give this 
generation training in some other name 
and some other pattern. . . I know that 
senior officers who are 50 or 60 think 
being liked is a source of weakness or 
an indication of weakness, which I feel 
is a wrong concept........ 


These are the words of a man who 
never worked in a trust department, or 
in a bank, for that matter, but who is 
the greatest mentor our business has 
ever had. Heed them well. The Graduate 
School of Banking was built out of 
thousands of faculty man-hours which 
could not have been bought. They 
weren't for sale at any price, but they 
were freely given because Dr. Stonier 
said—-“We need you.” 


A w# A 
99% of Employee Plans Approved 
Only 15 out of 1,496 profit sharing 


and pension or annuity plans were dis- 
approved by the Internal Revenue Ser- 
vice during the last quarter of 1956. 
Both stock bonus plans submitted were 
qualified. 


The 635 profit sharing plans approved 
(eight disapproved) cover 44,569 em- 
ployees, while the 86] pension or an- 
nuity plans (seven disallowed) lave 
245,027 participants. The bonus pians 
benefit 900 employees. 


= 


During the same period there were 
33 terminations of profit sharing and 
52 of pension or annuity plans. 
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how to get relief from it! 





You're a lawyer—not a bookkeeper! Yet at times 
you're asked to assume responsibility for the de- 
tails of security custody and management for a 
valued client. 


Under such circumstances, many attorneys have 
found an Agency account at The First a great 
time and money saver. You get safe custody, auto- 
matic routine collections, income tax summaries 
and complete and understandable records for a 


moderate fee which is normally income tax 
deductible. 

In addition, if you like, you can also obtain 
continuing investment advice on your client's 
holdings—through a Supervised Agency Account. 
It’s a double-check on your judgment. 


Why not get in touch with us today? 


The Trust Department 


The First National Bank of Chicago 


Dearborn, Monroe & Clark Streets ¢ Building with Chicago since 1863 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Commercial Credit reports 


ONSOLIDATED net income of the finance companies, insurance 

companies and manufacturing companies from current operations, 
after payment of taxes, exceeded $26,400,000, the largest in COMMERCIAL 
CrepiIT’s history. The volume of receivables acquired by the finance 
companies during 1956 aggregated $3,387,087,994, compared with 
$3,677,241,749 during 1955. 


The outstanding receivables of the finance companies of $1,296,831,241 
on December 31, 1956 were larger than for any previous comparable date. 
Gross written premiums of the insurance companies, prior to reinsurance, 
during 1956 were $33,106,362, compared with $47,056,317 for the 
previous year. j 

Net sales of the manufacturing companies during 1956 were $118,976,584, 
compared with $117,992,005 during 1955. 

Net income per common share was $5.26 on the number of shares out- 
standing and was larger than for any previous year in the Company’s 
history, and compares with $5.22 per share during 1955. 

The book value of the common shares has increased $12.78 during the 
past five years, and on December 31, 1956 was $40.28. During this five 


year period the Company paid cash dividends of $61,758,361 on its 
common shares, and retained $58,796,311 in the business. Capital funds 
of the Company on December 31, 1956 exceeded $200,000,000 which, 
with $80,000,000 of subordinated unsecured notes (including $25,000,000 
due 9/1/57) and $25,000,000 Junior subordinated notes, provided a 
base of credit for borrowing purposes of $305,000,000. The Company 
held reserves of $126,874,798 available for credit to future operations, 
expenses, credit losses and earnings. 


We are grateful for the continued use of our facilities by manufacturers, 
wholesalers, retailers and customers, and the continued support of our 
stockholders, institutions and others who have provided our operating 
funds. We appreciate the intelligent cooperation and enthusiasm of the 
officers and employes in the handling of the Company’s operations, 
which made 1956 the largest earnings year in the history of the Company. 
The outlook for 1957 for the Company and its subsidiaries appears 


satisfactory. 
E. C. Wareheim, Chairman of the Board 


A. E. Duncan, Founder Chairman 
E. L. Grimes, President 





Condensed consolidated balance sheet as of December 31, 1956 and 1955 











ASSETS 
CASH AND MARKETABLE 1956 1955 
RSS 2 gt >. $ 180 693 150 $ 190 532 645 
RECEIVABLES: 
Motor and other retail....... 881 551 169 816 989 402 
Motor and other wholesale ... 166 677 835 225 590 720 
Direct loan receivables...... 2 68 955 708 49 628 455 
Commercial and other 
receivables ........ padbulcas 181 132 189 156 450 891 
1 298 316 901 1 248 659 468 
Less: unearned income ......+. 73 538 302 63 488 898 
reserve for losses ...... 19 659 794 16 385 073 





Total receivables, net.. 1 205 118 805 1 168 785 497 


OTHER CURRENT ASSETS.. 28 123 901 27 791 421 
FIXED AND OTHER ASSETS 27 915 205 18 449 923 
DEFERRED CHARGES ..... 9 917 441 7 995 844 





$1 451 768 502 $1 413 555 330 














LIABILITIES 

NOTES PAYABLE, 1956 1955 

BEI TRI. ok cts icswe *$ 698 810 917 $ 790 319 000 
ACCOUNTS PAYABLE AND 

po . 48 939 709 49 047 254 
U.S. AND CANADIAN 

INCOME TAXES. .....cce 26 240 176 30 175 468 
NS io os cus sean ease ‘ 76 015 745 77 122 671 
LONG-TERM NOTES...... aa 319 000 000 171 875 000 
SUBORDINATED LONG- 

ga Buh oe 80 000 000 105 000 000 
NET WORTH: 

Common stock....... cab Gulie 50 336 451 50 155 161 

Capital surplus..... edcaie ine 28 898 274 28 515 984 

Earned surplus......... meine 123 527 230 111 344 792 

"ROGGE NOE WOFER. .ciccccsce 202 761 955 190 015 937 





$1 451 768 502 $1 413 555 330 








*Includes $25,000,000 Unsecured Subordinated Notes due September 1, 1957. 














A few facts as of December 31, 1956 and 1955 


1956 1955 
Gross finance receivables acquired $3 387 087 994 $3 677 241 749 





Written insurance premiums, 
prior to reinsurance ........ . 33 106 362 47 056 317 
117 992 005 


Net sales manufacturing companies 118 976 584 





Gross income—finance companies $ 103 400 554 $ 85 124 940 





Earned insurance premiums, etc. 36 943 437 38 663 845 
Gross profit—manufacturing 
PT er eee coe 16 878 758 17 958 054 
Investment and sundry income., 4 345 640 3 488 899 
CHVOSBIMEOING. 66.5 6c cc 0eee oe 161 568 389 145 235 738 


Total expenses, insurance losses 
and reserves, etc. 7 


nN 


898 339 66 116 446 
Interest and discount charges... 37 133 947 24 922 052 

















1956 1955 
Net income before U.S. and 
Canadian taxes. .........0 Poe 51 536 103 54 197 240 
Less U.S. and Canadian taxes 
NE iio se oc once nae 25 057 432 28 012 310 
Net income of 
Finance companies..... e006 16 569 774 15 628 251 
Insurance companies..... ron 5 777 288 5 877 336 
Manufacturing companies .. 4 131 609 4 679 343 
Total credited to 
earned surplus. ...... $26 478 671 $26 184 930 
Common shares outstanding, 
ONG OF NOTION «.6:.0.6.0:6:6s02000 eve 5 033 645 5 015 516 
Common stock per share 
UE RATIO oo 6 oe. cid ooaccare ree $5.26 $5.22 
U.S. and Canadian tax on 
eR roe eae 4.98 5.58 
REPEL, isin cas snemane a 2.80 2.65 
| ee ee 40.28 37.88 
Interest and discount charges— 
PRIS CO TIIOE a 556 6-5 6:0.0 50,0 0:8 5:06 2.38 3.17 








Offering services through subsidiaries in more than 400 
offices in the United States and the Dominion of Canada. 


COMMERCIAL CREDIT COMPANY Baltimore 2, Maryland 


Copies of our 45th Annual Report available upon request. 
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GOOD STOCKS STILL BELONG 
IN BALANCED PROGRAM 


ERHAPS THE MOST LASTING IMPRES- 
ge of the always-popular invest- 
ment panel discussion at the A.B.A. Mid- 
Winter Trust Conference held on Feb- 
ruary 5th, was of a rather unexpected 
degree of continuing acceptance of the 
better-grade equities which trust invest- 
ment men have favored in recent years. 
Top prices in this “elite corps” were 
generally posted in early 1956, since 
which time growing caution and money 
stringency have taken their toll in 20% 
to 45% declines to today’s levels. Al- 
though the panel participants have tend- 
ed to place new money largely in fixed- 
income media due to the superior re- 
turn available, there was apparent no 
abandonment of prime 
equity positions or a desire to avoid 
such new indefinitely. 
Boiled down, they were saying that, 
while some stocks were out of hand on 
the upside in 1956, the long term out- 
look for the United States economy war- 
rants holding sound equities for partici- 
pation in expected growth in coming 
years. 


evidence of 


commitments 


For the second year the panel was 
ably paced by E. T. Bartlett, chairman 
of the Trust Committee on 
Trust Investments and vice president of 
The Cleveland Trust Co. His colleagues 
were Ragnar D. Naess, senior partner of 
the investment advisory firm of Naess 
and Thomas of New York City, marking 
his third consecutive appearance on the 
platform; Joseph C. Bickford, assistant 
vice president, Bankers Trust Co., New 
York City; Paul A. Pflueger. Jr., finan- 
cial vice president, Title Insurance and 
Trust Co., Los Angeles; and Edward F. 
Swenson, Jr., vice president and trust 
investment officer, The First National 


Bank of Miami. 

The sharply enhanced yields on fixed 
Income securities, as contrasted with 
those of a year earlier, made the panel- 


Division 
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bonds and money-rate preferreds. Al- 
though the latter, at around a 5% re- 
turn, show a less than normal spread 
versus bonds, it is due to the advantages 
which preferred dividends receive tax- 
wise in some portfolios. Convertible 
bonds and preferreds issued by good 
names should be studied for possible 
attractive conversion opportunities when 
prices are right, even though subordi- 
nated debentures are low on the debt 
totem pole. Mr. Bickford expressed pre- 
ference for the slightly better yields on 
new bond issues now tailoring redemp- 
tion prices and dates to today’s competi- 
tive market. 


Turnpike bonds came in for a mod- 
erately-fair bill of health, considering 
last year’s lambasting, and Mr. Pflueger 
even expressed willingness, under strict 
check, to take on construction obliga- 
Mr. 
ered this class hazardous. Mr. Pflueger 
observed that turnpike issues overall had 
not fared too ill as compared with the 
run of general obligation municipals. 

On the equity front, Mr. Bickford felt 
that the current 
prices represent good value despite the 
possibility of losses due to the Mid-East 
situation. As a medium for long term 
growth, Mr. rated the air 
transport industry inferior to 
others because of the too rapid obsole- 
factor accelerated 
technological advances, despite the very 


tions. Swenson. however, consid- 


international oils at 


Swenson 
some 
scence caused by 
appreciable bonanzas from sales of dis- 
placed equipment at prices above de- 
preciated book value. Labor troubles 
and steadily rising operating costs are 
paring profit margins and forcing ex- 
pansion in the “no frills” coach and 


tourist classes at minimum competitive 
rates instead of in the more lucrative 
luxury class. The panel also echoed the 
more liberal view toward steel stocks 
for trustee use evident in recent years. 


Mr. Bickford explained that the indus- 
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One of the Advantages of Membership in 
the Studley, Shupert Trust Investment Council 


There’s every likelihood that you have 
at least one “problem” account. . . not 
a problem because you don’t know the 
answers, but because your answers need 
the kind of persuasive weight which wins 
the support of co-trustees and others 
who really are the root of your problem. 
Yes, personal pride makes it a bitter 
pill to swallow. You know that your 
answers would be accepted wholeheart- 
edly if you had the backing of nationally 
recognized authority. 

Well, you get precisely this backing 
through the Studley, Shupert Trust In- 
vestment Council. The low annual mem- 
bership fee includes, among other serv- 
ices, a thorough-going review and rec- 
ommendation for your big “problem” 
account, regardless of its complexities. 

Moreover, Account Reviews and Rec- 
ommendations prepared for individual 
Members frequently contain data of 
value to all other Members. Conse- 
quently, Reviews and Recommendations 
(with identification removed) are sup- 
plied to the entire Membership for cata- 
loging and future reference in solving 
similar problems. As a result, Council 
Members build a library of practical 
working procedures for all types of ac- 
counts. 

This is only one feature of Studley, 
Shupert Trust Investment Council serv- 
ice. The Council’s nationally recognized 
staff, trained and experienced in every 
phase of investment management, is 
available to you at all times for consulta- 
tion and assistance . . . and the staff also 
is continuously engaged in research and 
analysis, producing a steady, automatic 
flow of information for meeting routine 
day-to-day problems common to all 
trust departments. 

Further information will be sent you 
upon request, without placing you under 
any obligation. 


STUDLEY, SHUPERT 
TRUST INVESTMENT 
COUNCIL 


900 PROVIDENT TRUST BLDG. 
PHILADELPHIA 3, PA. 
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try had been markedly upgraded and 
deserved trustee attention except when 
a long period of subnormal business 
activity appeared imminent. Mr. Swen- 
son reported that Bethlehem and United 
States Steel had been especially useful 
as diversification in larger accounts, 
although they still considered the indus- 
try cyclical. 

Capital gains often hamper trust in- 
vestment decisions. Mr. Naess recom- 
mended that tax considerations not be 
permitted to upset a sound program 
and that each case be studied on its 
merit. Mr. Swenson’s preference is to 
retain good commitments unless it be- 
comes necessary to cut back equities or 
the standing of the company has de- 
teriorated. However, if price advances 
have overdiscounted immediate poten- 
tials, as in the sharp rise of the alumi- 
num group, Mr. Swenson advocated 
cutting back or elimination. 


The panel was, somewhat surprising- 
ly, well disposed to acquisition of care- 
fully selected equities for long term 
holding at going market prices where 
accounts had no stock representation. 
Mr. Pflueger observed that General Elec- 
tric, General Motors, some utilities and 
natural resource companies with bright 
futures have already suffered substan- 
tial corrections in price and he also ex- 
pressed the thought that the risk inher- 


ent in an all-bond list was greater than 
in a balanced portfolio. 


In discussing portfolio composition, 
Mr. Naess recommended 50% in equi- 
ties as a minimum for almost all types 
of accounts, with Mr. Bickford voting 
for 50-65% in charitable funds, 40% 
plus for pension trusts (less for profit- 
sharing trusts) and up to 65% for per- 
sonal trusts. 


The three trustmen reported them- 
selves in favor of moderate cutbacks or 
eliminations of stocks, where circum- 
stances permitted, which appeared to 
have limited attraction for 1957 hold- 
ing. While it is preferable to proceed 
on the basis of individual companies 
rather than by industry, the panel men- 
tioned the following lines as of more 
dubious immediate status: airlines, tex- 
tiles, tobaccos, motion pictures, distill- 
ers, motor parts, international oils, re- 
tail merchandising and foods. Mr. Bick- 
ford remarked that the last two were 
especially vulnerable through inability 
to control prices. 

On the matter of interest rates, Mr. 
Naess commented upon the adverse ef- 
fects of firming money during 1956 on 
the blue chip stock list. As rising bond 
yields made stock prices increasingly 
vulnerable, a reappraisal of values be- 
came inevitable. The interest rate out- 


look, according to Mr. Naess, is for 
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slight easing over the coming six mon hs 
as capital expenditures decrease so. e- 
what and consumers spend less and s ve 
more of their income; hence the p: os. 


pect is for no further decline in he | 


bond markets. Over the longer te:m, 
however, of five to ten years, rates «ill 
probably work higher due to continued 


capacity demand for capital funds to | 


finance needs of increased populaticn. 


On the vital questions of 1957 earn- 
ings and dividends, both Mr. Pflueger 
and Mr. Naess expected no significant 
variation in GNP or corporate earnings 
but a growing tendency to use stock 
dividends to conserve cash. Mr. Swen- 
son foresaw sustained or slightly bet- 
ter results and unchanged disburse. 
ments. Mr. Bickford thought _ there 
would be no great change in profits but 
that steels, aluminums utilities 
would do better. 


and 


To conclude the session, Mr. Naess 
cited as his industry selections for this 
year the following ones which under- 
went correction during 1956: aluminum. 
chemical, drug, agricultural equipment. 
life insurance, international and 
papers. Best individual prospects in 
these groups and a few others are: 


oils 


Aluminium. Ltd. 
Alcoa 
Kaiser Aluminum 


Reynolds Metals 


Hooker Electrochemical 
Rohm & Haas 

Union Carbide 
Schering Corp. 

G. D. Searle & Co. 
Smith Klein & French 


Allis Chalmers 


Gulf Oil 
Royal Dutch 
Standard Oil of Cal. 


Columbia Broadcasting 
Inland Steel 

U.S. Steel 

Motorola 


Lilly-Tulip Cup 
Scott Paper 
Union Bag. 


A A A 


@ The editors of Banking, official journal 
of the American Bankers Association, 
are rendering a valuable service to the 
trust business in running articles on 
taxation and estate planning directed 
primarily te commercial banking person- 
nel. Recent examples are articles by 
William J. Bowe on Trusts to Save In- 
come Taxes and by Samuel J. Foosaner 
on Tax Planning for Close Corporation 
Stockholders. 
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FRANK J. POHL 


| Corporate Trust Indentures 


Burgwin, Ruffin, Perry & Pohl, Pittsburgh, Pennsylvania* 


RUST INDENTURES ARE PERHAPS THE 
oe complex legal instruments ever 
devised by man. Accordingly the corpo- 
rate trustee should be armed with per- 
sonnel who are particularly expert in 
this field and who can be of assistance 
during the drafting stage to assure it- 
self that there will be, if not a well 
written instrument, at least an under- 
standable one. Since there are no courses 
at the college level or post-graduate 
school level, and text books or 
treatises of any consequence dealing 
with the subject, this knowledge can only 
be obtained by a fairly long apprentice- 
ship in the corporate trust department. 
beginning with the mastery of the cor- 
porate trust ledgers or books and work- 
ing up to the reading of the trust inden- 
ture under the supervision of a trained 
corporate trust officer. One quality I 
have noticed in a competent corporate 
trustman is a very good memory, which 
I think is developed as a result of the 
type of work. 


no 


Except in the cases of more or less 
standard indentures, such as equipment 
trust agreements, the corporate trustee 
should have its own counsel review the 
instrument. As a result it will have an 
approving opinion of counsel in its files 
as an indication that it acted prudently 
in the acceptance of the trust. However, 
to think that the lawyer who examines 
the trust indenture should or will be the 
dominant figure from the standpoint of 
the corporate trustee is a mistake. The 
lawyer may not have nor should he be 
expected to have more than a general 
understanding of the operations of the 


corporate trust department. His contri- 
bution may be considerably less than 
the »mount of learning he obtains from 
sitti»g down with an experienced and 
com»etent trust officer and reviewing 
the ‘-ust instrument. 

!-e influence of this type of officer 
ove’ the administration of the corpo- 
rate ‘rust department will be such that 

*F..merly with corporate trust departments of 
Che 11 Corn Exchange Bank and Mellon Na- 
tio: Sank and Trust Co. 
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during his lifetime, and in all probabil- 
ity beyond, an efficiently administered 
corporate trust department will have 
been assured. There are some corporate 
trust departments which are treated as 
poor cousins and where personnel from 
other departments are let out to pasture 
on the theory that nobody can get hurt 
insofar as corporate trusts are con- 
cerned. Indeed, there could be a con- 
siderable amount of this insidious type 
of thinking during this lush period when 
large corporate bankruptcies and _ re- 
ceiverships are virtually unknown. Some 
of the disastrous consequences to the 
corporate trustee in the nineteen-thirties 
might have been avoided had the in- 
denture been more expertly drawn. 


An intangible benefit accrues to the 
institution as a whole as a result of a 
top-rate performance by one of its de- 
partments. Quite apart, therefore, from 
the risks that a bank exposes itself to 
in not participating actively in the draft- 
ing of the trust indenture, is the proba- 
bility that the reputation of the bank 
will suffer as the result of a cavalier 
treatment of a trust indenture. In those 
institutions where this attitude exists. 
the administration of the trust will re- 
ceive the same half-hearted attention. 


The lawyer-draftsman has a stake in 
every financing in which he participates 
and he would be very articulate in favor 
of a vigilant trustee if the choice were 
his. I would be unrealistic, indeed, if I 
did not recognize that in a great many 
instances new corporate trust business 
is obtained at that level in the hierarchy 
of corporations where the competency of 
the corporate trust department is not 
one of the considerations. However, it 
would be a mistake to think that a 
reputation for incompetency of a given 
corporate trust department might not 
eventually find its way to that particular 
level. 


Check List 


When the indenture is executed and 
delivered, the new corporate trust ac- 


count should be set up on the books 
of the department in accordance with 
an established procedure. A form of 
check list should be available to the 
personnel, one of whom should be re- 
sponsible for originating, as it were, the 
various items on the check list. Such 
personnel should initial each of the items 
he originated. Another member of the 
department should verify and also initial 
the various items on the check list. I 
cannot overemphasize the necessity for 
having all transactions checked by at 
least two persons. 


This check list should require the es- 
tablishment of a set of tickler or re- 
minder cards so that when reports and 
certificates are,required to be furnished 
to the trustee, or action is required to 
be taken by it or the obligor, the trustee 
will be reminded thereof well in advance 
of the due date. The preparation of the 
tickler or reminder cards requires an 
extremely careful reading of indentures; 
this could be the opportunity to train 
and develop personnel in reading them. 


All applications for the release of 
property and the withdrawal of cash 
and the review of reports and certifi- 
cates should likewise be processed by 
the personnel with a check list’ applica- 
ble to the transaction. Two members of 
the corporate trust personnel should par- 
ticipate in the transaction, one origina- 
ting it and the other checking it. The 
person checking the transaction should 
be close to the executive level, who 
would recognize any unusual feature in 
the transaction for discussion with the 
head of the department. 


Certificates For a Purpose 


Financial reports should be carefully 
consulted when certificates relating to 
financial matters are submitted. Let me 
give an example. Many corporations 
have found that their depreciation rates 
were such that when the property was 
completely depreciated, they had not 
appropriated sufficient moneys to re- 
place the retired property. Accordingly, 
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they have charged annually against earn- 
ings an amount in excess of the depre- 
ciation rate to approximate the cost of 
replacing the property at the time of its 
retirement. 


One such company had outstanding 
a trust indenture which required a fixed 
sinking fund payment and a sinking 
fund payment based upon income. In- 
come was required to be determined in 
accordance with sound accounting prin- 
ciples. In determining its so-called con- 
tingent sinking fund obligation it had 
deducted from its gross income the 
amounts it had been appropriating for 
this replacement of property rather than 
the normal depreciation rate, which had 
the effect of reducing its contingent sink- 
ing fund obligation. The corporate trus- 
tee in checking the computation of the 
contingent obligation examined the re- 
quired certificate in conjunction with 
the company’s profit and loss statement. 
Counsel agreed with it that under the 
terms of the indenture this extraordinary 
replacement of property deduction was 
not proper in computing the sinking 
fund obligation. The matter was brought 
to the attention of the company and the 
new contingent sinking fund obligation 
was properly computed. , 


If this matter had not been nipped in 
the bud, it would have been difficult to 
unravel after it had continued for a 
period of time. This example stresses 
the point that all such reports are fur- 
nished to the trustee for a purpose and 
that purpose is not satisfied if the cor- 
porate trustee gives them a cursory ex- 
amination and then, in effect, discards 
them. It might be that the certificate 
furnished to the trustee in this case was 
all that it needed to examine. However, 
I would not be willing to take the chance 
that a court might so hold. 


Opinion of Counsel 


The first receipt of an application of 
any kind, whether it be for a release of 


property or the withdrawal of cash or 
certification of additions, should be 
submitted to counsel for an opinion as 
to compliance with the indenture. There 
is a good deal of comfort in having an 
opinion of counsel since most indentures 
provide, and it is permitted under the 
Trust Indenture Act, that the opinion of 
counsel shall be full and complete au- 
thorization and protection to the trus- 
tee in respect of any action taken or 
suffered by it in good faith in accord- 
ance therewith. However, such protec- 
tion must be considered also in the light 
of the provision that the trustee itself 
is under a duty to examine certificates 
and opinions furnished to it to deter- 
mine whether or not they conform to 
the requirements of the indenture. 


Most modern-day indentures contain, 
whether or not they are required to do 
so by the Trust Indenture Act, the pro- 
visions set forth in said Act. These 
provisions prescribe a standard of care 
somewhat higher than that which ex- 
isted under the old indentures. As a 
matter of fact even if an indenture did 
not contain such provisions, I am afraid 
that a court would look to the Act as 
setting up a standard of care applicable 
to all corporate trustees. 


On Default 


When an event of default has oc- 
curred under Trust Indenture Act in- 
dentures, much of the protection af- 
forded by the indenture provisions, 
such as the right to rely conclusively on 
opinions and certificates, disappears. 
Trust Indenture Act indentures require 
the trustee, as long as an event of de- 
fault continues, to exercise the rights or 
powers vested in it by the indenture, 
and to use the same degree of care and 
skill as a prudent man would exercise 
under the circumstances in the conduct 
of his own affairs. Although there are 
some who have advanced a contrary 
theory, I believe that the protection af- 
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forded by the indenture will not 
stripped from the trustee unless it hd 
knowledge of the event of default +r 
could properly be charged with knowl. 
edge. Furthermore, to say that the pru- 
dent man standard comes into eff: ct 
only after the happening of an event of 
default implies that prior to the happen- 
ing of an event of default the trus'ce 
can afford to be imprudent. The differ- 
ence is simply that the trustee prior to 
the happening of an event of default 
quite properly will be less concerned 
with the activities of the obligor than 
when an event of default exists. 


fa?) 


If a trustee feels that it is possible 
for the standard of care it is required 
to exercise to change automatically by 
an act of the obligor or the existence 
of a condition about which it has no 
knowledge, then the cost to it of exer- 
cising the type of vigilance that such 
circumstances would demand _ should 
make its corporate trust business ex- 
tremely unprofitable. 


In the case of the happening of an 
event of default or a substantive default 
even before it has ripened into an event 
of default, a written opinion should be 
sought immediately from the trustee’s 
counsel as to the action that should be 
taken. After the initial conference with 
counsel, a plan of action should be de- 
termined and from that point on a con- 
ference should be held at least monthly 
with counsel. Such plan of action would 
include a requirement that every other 
department of the bank be alerted to the 
event of default. At these monthly con- 
ferences the senior executive personnel 
of the corporate trust department should 
be present. There should be conferences 
among the department personnel itself, 
perhaps on a weekly basis. 


Keeping Record 


A complete record of all conferences 
held since the occurrence of an event 
of default should be made. Such a ree- 
ord is extremely helpful in the prepara- 
tion of the proof of claim which will be 
filed in the bankruptcy or receivership 
proceedings for payment of the trustee’s 
fees. There should be active participa- 
tion by the trustee in the bankruptcy or 
receivership proceedings. All petitions 
presented to and all orders issued by 
the court in the proceedings should be 
carefully read. If a bondholder’s com- 
mittee has not been formed, the trustee 
may find itself in the very delicate posi 
tion of having to make decisions with- 
out being able to resort to the par‘ies 
in interest for guidance. 
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Escrows 


Another phase of corporate trust ac- 
tivities relates to escrows. Born of mu- 
tua! distrust; hurriedly concocted; very 
frequently inexpertly drawn; providing 
in most cases for sub-standard fees; and 
pregnant with liability, escrows should 
be handled with extreme caution. 


I would be inclined to recommend 
that in any case in which the amount 
involved exceeds some modest figure, 
your own counsel should review the in- 
strument and perhaps redraft it. 


Revenue Bond Indentures 


Revenue bond indentures securing 
revenue bonds issued by authorities, 
commissions and other political instru- 
mentalities, are a relatively new type of 
indenture. As a result, they suffer by 
comparison to corporate indentures 
which have reached their fine state of 
perfection as a result of almost one 
hundred years of draftsmanship. I feel, 
therefore, that it would be a mistake 
not to draw upon these instruments in 
the drafting of revenue bond indentures. 


Because of the relatively inexperi- 
enced personnel that very often will be 
administering the revenue bond inden- 
ture on behalf of the obligor and the 
amount of activity required of the trus- 
tee under them, there is a real need for 
expertly drawn revenue bond indentures. 
Periodical transfers of revenues are re- 
quired to be made, sometimes on a 
monthly basis; surplus revenues are re- 
quired to be applied periodically by the 
trustee to ‘the retirement of the bonds; 
during the construction period of the 
project financed by the revenue bonds 
there occur constant withdrawals of 
money from the construction fund es- 
tablished by the indenture; and the re- 
quirement that annual audits and bud- 
gets be furnished to the trustee necessi- 
tates a careful review of the administra- 
tion of the trust to determine if the 
revenues have been applied and will be 
applied in accordance with the intent 
of the indenture. 


In view of these factors, every effort 
should be made by the prospective trus- 
tee 'o encourage the use of the so-called 
corporate form of trust indenture by 
draitsmen of revenue bond indentures. 
The antiquated bond resolution type of 
ins! ument will not answer the needs 
of ‘ris type of financing. 


Random Observations 


mbers of -corporate trust depart- 
mes are notorious for their devotion 
to | .e comma. The draftsman ought not 
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President H. H. Augustine with artist Art 

Wood at exhibit of 100 original cartoons 

by Americans sponsored by the Virginia 

Museum of Fine Arts in Richmond, in lobby 

of State-Planters Bank of Commerce & 
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to resent being requested to make for- 
mal changes in an indenture. Where 
does form end and substance begin? 
However, where, as sometimes, there is 
a constant bombardment of formal 
changes without substantive comments, 
I wonder whether the person reading 
the indenture from the standpoint of a 
corporate trustee has lost sight of his 
goal. The draftsman is, and the corpo- 
rate trustee should be, primarily inter- 
ested in substantive contributions which 
increase the clarity and workability of 
the indenture. 


There is belief in some quarters that 
corporate trust personnel and personal 
trust personnel are interchangeable. I 
think that the use of the word “trust” 
is the only similarity between the two 
departments. I would therefore recom- 
mend caution in interchanging person- 
nel. 


It might be well for bank management 
to look in from time to time on their 
corporate trust personnel with the idea 
of bringing such personnel into the 
banking department. By so doing they 
would obtain personnel who have been 
taught the need for attention to detail 
and who have already been exposed to 
financial transactions. 


Human Relations in Banking 


“Our ‘Human Relations in Banking’ 
program, panel discussions led by mem- 
bers of the staff, continued during the 
year on an expanded basis,” president 
Charles W. Bitzer writes in the 1956 
annual report of the Bridgeport-City 
Trust Co. In this program the leaders 
were key employees selected from the 
various departments of the bank, and 
all staff members in the bank’s employ 
for two years or less were required to 
attend. Those of longer employment had 
already been through this course, or 
some variation of it, hence their at- 
tendance was not compulsory, but actu- 
ally 40% of the entire personnel parti- 
cipated. 


The program, as outlined for Trusts 
AND EstTaTEs by vice president George 
M. Barker, consisted of four phases: 
Bank Operations; Customer Relations; 
Know Your Bank; and Visitation to 
Branches. Meetings were spaced a week 
to a month apart, and each session was 
about an hour long, after banking hours, 
but not later than 4:30 P.M. Trust De- 
partment employes participated as a 
group in the Operations and Customer 
Relations phases, and were individually 
intermixed with other groups for the 
balance of the program. Participants 
generally were formed in groups of 10 
to 28 people, according to their duties 
in the bank. Most groups were small, 
but for operational reasons some had 
to be larger. Tours of participants were 
taken on different mornings to see 
each department in operation. These 
were so planned that no department was 
undermanned due to those on tour being 
away from their stations. This was the 
Know Your Bank phase. 


At the conclusion of the program re- 
sults were noted as to how to improve 
the operational set-up and contacts with 
customers. 
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TRUST CONFERENCE 
(Continued from page 202) 


ing the spread of Federal control, be- 
ginning with Alexander Hamilton’s own 
efforts as first Secretary of the Treasury, 
Mr. Maxwell described the furore cre- 
ated by the 1819 decision in McCulloch 
v. Maryland, enabling the national bank- 
ing system to gain a foothold through 
Chief Justice Marshall’s doctrine of im- 
plied powers which led the way to ex- 
pansion of Federal powers through con- 
stitutional interpretation. 


The effect of this decision was “like 
a ripple on a lake compared to the 
mighty tidal wave of Federal legislation 
which engulfed the country in the 
1930's” as a result of the depression, 
the Philadelphia lawyer declared. Out 
of it emerged a government with powers 
far transcending the intent of the na- 
tion’s founders. Since then the commerce 
and general welfare clauses of the Con- 


stitution have been stretched beyond 
recognition. 
It was Hamilton’s theory, observed 


Mr. Maxwell, that a strong central gov- 
ernment and the private enterprise sys- 
tem are inextricably interwoven. It is 
difficult to believe that he would have 
reconciled the objectives of the “welfare 
state” with the free enterprise system. 


Remarking that his audience is neces- 
sarily concerned in its preservation, the 
speaker asserted that “this objective 
cannot be attained by confining your 
attention to the administration of your 
clients’ estates. It is important that you 


study and deal constructively with the 
problems which, unless handled effec- 
tively and promptly by the private en- 
terprise system itself, will stimulate gov- 
ernmental intervention.” He concluded 
by urging support of the American Bar 
Association’s bills embodying reforms 
suggested by a task force of the Second 
Hoover Commission, of which he was 
a member, in the practice and proced- 
ures of the more than 70 agencies in 
which are co-mingled executive, legisla- 
tive and judicial functions. 


At the luncheon tendered by the New 
York Clearing House, Sir Hugh Taylor, 
dean of the Graduate School of Prince- 
ton University, contrasted the early 
fumbling efforts of scientists to seek out 
the secrets of the universe with today’s 
army of researchers equipped with mod- 
ern means of working seeming miracles. 
Today’s progress is at such a fast pace 
that nations must keep in the forefront 
or suffer partial or perhaps total eclipse, 
he said, citing as examples the amazing 
developments in building, _ plastics, 
metals and fuel and power sources. 


Investment Prospects 


Although the aluminum industry has 
stepped up its primary production ¢a- 
pacity sharply in recent years and has 
plans for additional tonnage over the 
next five years already on the boards, 
careful analysis of supply and demand 
factors causes Donald B. Macurda, part- 
ner of the New York Stock Exchange 
firm of F. S. Smithers & Co., to term 
himself “an incurable optimist” on basic 
prospects, in the belief that occasional 
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bumpy spots in the road should prese it 
investment opportunities for the log 
term. 


16 [= 


Consumption increase is estimated 
744% per annum or a doubling ea h 
ten years. If present demand estima’: 
temporarily fail to keep step with pre 
duction, less efficient sources can be shut 
down. or excess metal placed in defei:se 
stockpiles. However, steadily expanding 
uses for this versatile metal are looked 
for in construction, motor car and other 
transportation media, electrical gouds 
and appliances, as well as in the mam- 
moth road program as guard rails, light 
standards or lane separators. Aluminum 
has even found limited acceptance 
abroad in the marine field because of 
light weight and economy in mainte- 
nance. 


— 


2 


Fire and casualty stocks have been 
in their private bear market since the 
middle of 1954, primarily due to un- 
favorable underwriting experience, while 
investment income, net worth and li- 
quidating values have continued to im- 
prove. Shelby Cullom Davis, head of 
the insurance stock firm of that name, 
asserted that this group is now more 
attractive than at any time in ten years 
See p. 232. 

There then followed the popular panel 
session on 


investments. which is re- 


ported at page 245. 
Trust Business—Supervision 
and Development 
The modern approach to trust depart- 
ment examination by 
thorities 


supervisory au- 
was described by Robert C. 
Masters of the Federal Reserve Board. 
See p. 223. 

The difference in public relations pro- 
grams in banks lies in the resolution 
and determination that backs up_ the 
program, asserted William E. Singletary. 
president of the Financial Public Rela- 
tions Association and vice president of 
Wachovia Bank & Trust Co. Backed with 
these qualities, however, a sound public 
relations effort within the trust field, 
carried on broadly and continuously. is 
the answer to a deficiency in public un- 
derstanding of trust services. It is par- 
ticularly needed because the whole 
structure of trust business rests on con- 
fidence. 


Advertising, he said, can be designed 
to form public opinion, or to sell right 
“Make use of both sides of the 
he advised. “Spin it. Let the sides 
flash alternately and intermix.” Direct 
mail offers a select circulation with a 
lower cost per genuine prospect reached. 
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It is more confidential and has less com- 
petition for reader interest. 


Participation of trustmen in commu- 
nity affairs should be publicized to con- 
vey the impression that trustees are, 
after all, very human citizens. As to 
community groups, Mr. Singletary sug- 
gested addresses to civic and service 
clubs. talks at school, and finance for- 
ums. Relations with special groups, like 
attorneys, should be improved to a mu- 
tually friendly and productive level. In 
this endeavor, law schools offer a par- 
ticularly good opportunity to take steps. 


The importance of planning in public 
relations activity cannot be over-empha- 
the speaker observed. There 
should be centralized control from the 
policy making level, and the trust de- 
partment’s public relations activities 
should be an integral part of the whole 
bank’s program. Moreover, the trust de- 
partment needs cooperation throughout 
the bank. “In our shop last year recogni- 
tion was given to 130 officers and staff 
members, not connected with the trust 


sized. 


department, who assisted in securing 
new trust business.” 

Trusteeship is the most dramatic busi- 
ness on the scene today, Miles Flint, 
vice president and senior trust officer of 
Citizens National Trust & Savings Bank, 
Los Angeles, declared in his address 
which closed the Conference. Everything 
aflects trust business—a new discovery 
in science, extra dividends of a corpo- 
a death in 
the family. Yet we fail to use the Silver 


ration. a crises at Suez. or 


Sereen to tell the story of trusteeship to 
the public, to our own personnel and to 
professionals, 

Pointing out that whether we like it 
or not, the trust business today is out 
for a mass market, the speaker observed 
that advertising methods have not kept 
pace with this change. We still use news- 
papers, a little radio, less TV. He recom- 
mended the moving picture, and cited 
the experience of his own bank in 1954 
and 
offi 
the wife stole the show, was shown on 


loc 


1955. A filmed interview of a trust 
‘r and a customer couple, in which 


TV. Questions were invited by 
or in person, and later a TV panel 
and others of the estate 
planning team offered answers to the 
writen questions. It paid off handsome- 


ly. 


ma: 


of ‘rustmen 


‘day there is the opportunity for 
institutions to pool their knowledge 
of ramatic stories—which occur in all 
ba: .s—and cooperatively to obtain the 
se: ces of the best writers and pro- 
du rs to create jointly a film, or series 
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of films, on trust business. Properly 
done, they would appear like any other 
movie story—not like a bank ad. More- 
over, modern TV offers wide coverage. 
The average cost of industrial films that 
run for 26 minutes, and therefore take 
a 30-minute program with announce- 
ments and commercials, is $26,000. 
Thus with any kind of national partici- 
pation the cost per bank would be “less 
than peanuts.” 

The films can be used with staff and 
other groups, as well as on TV regional 
and local hook-ups. The life span of the 
average picture is 414 years, in which 
time it has tremendous “tell your 
friends” value, and would probably 
work out to a cost of one cent a head 
for people to hear and see a story of 
the trust business. 

A A A 
TRUST REFRESHER 

@ Twenty-eight trustmen from _ ten 
states attended Kennedy Sinclaire’s an- 
nual “refresher” for alumni of its trust 
sales and estate planning course follow- 
ing the Mid-Winter Trust Conference in 
New York last month. They discussed 
distributions in redemption of stock to 
pay death taxes, the effect of fluctua- 
tions in property values during admini- 
stration when a marital-deduction “for- 
mula” clause has been used, and “pour- 
over” clauses. 

The discussion of redemption was led 
by a panel consisting of John Grotheer, 
Chase Manhattan Bank, New York; T. 
Gardner Day, Mechanics and Farmers’ 
Bank of Albany; John H. Livingston, 
Oneida National Bank & Trust Co., 
Utica; and Richard S. Crampton, First 
Pennsylvania Banking & Trust Co., 
Philadelphia. 


Curiosities in Bank 
Annual Reports 


Although “Trust & Other Income” is 
showing larger totals than last year for 
almost every bank, few take the trouble 
to separate the “Trusts” from the 
“other.” Too typical also is the report 
of a near-$100-million bank in Ohio 
where “Other income” — including trust 
— shows the greatest percentage increase 
of any earnings source yet no reference 
whatever is made to the trust depart- 
ment. Instead the report gives annual 
figures since 1932 on capital funds, de- 
posits, ete. 


For a moment we were a bit discon- 
certed when, looking at the page of a 
bank’s “Directors,” we viewed the Statue 
of Liberty aligned in the row of pic- 
tures of Board members. 


Several banks, including one that de- 
votes much prosy commentary to Person- 
nel, omit nearly all names of officers. 


A Pennsylvania bank report takes a 
prize for being awkward to read. Start- 
ing with a cut-hole in the front cover 
(which laps over a blank page of ex- 
pensive inside stock) one is confronted 
with neat*type that would be very read- 
able were it not printed on dapple gray. 
Turning the stiff pages brings one to 
the back cover, also a foldover (covering 
another blank page) with a new trick: 
a list of names, appropriately headed, 
but on a slip stuck through a slot in the 
cover. 


We are reminded of an English and a 
Texas report of yesteryear, one of which 
when opened did a pop-up, while the 
other presented a recording of the presi- 
dent’s address. Both interesting and 
novel. 
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TERMINATION OF EMPLOYEE BENEFIT TRUSTS 


Distribution of Fund — Possible Tax Liabilities 


HERE HAS BEEN VERY LITTLE LITI- 
5 pore or published discussion about 
the question of to whom and in what 
amounts the assets of terminated em- 
ployee benefit trusts should be distribu- 
ted. One reason why this has not oc- 
curred is doubtless because, in spite of 
the large number of plans, there have 
been relatively few cases where substan- 
tial plans have been terminated. Another 
reason is because most trust agreements 
contain provisions about the disposition 
of the fund in the event of termination 
which are unambiguous and susceptible 
of fair administration. 


In the case of pension trusts, it is 
frequently provided that in the event 
of termination the assets will be used 
first to fund pensions for those who are 
already on the pension rolls, and that 
the excess assets will be applied to de- 
ferred annuities for persons who are 
participating in the plan on the date 
of termination. In the case of profit 
sharing plans, it is frequently provided 
that on termination the assets of the 
fund will be irrevocably credited to the 
accounts of the participants, although 
distribution may be deferred until ter- 
mination of employment. 


In most cases with which I am famil- 
iar, the agreements provide that in case 
of dispute the issues will be decided by 
a pension or profit sharing committee, 
or some other designated body, which 
is given broad discretionary power and 
whose determinations are final. Indeed, 
in the case ‘of many voluntary benefit 
plans, the disposition of the funds on 
termination is left solely to the discre- 
tion of the Board of Directors of the 
Company or that of a pension or profit 
sharing committee, subject only to the 
limitation that the funds may not be 
diverted to or for the benefit of the 
company and must be used for the ex- 
clusive benefit of the employees. And 
even in the case of the agreements set- 
ting forth a fixed scheme of distribu- 
tion in the event of termination, there 
is frequently a reserved power of 
amendment which would permit the 
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FREDERICK S. BEEBE 


Cravath, Swaine & Moore, New York 


company to deal with unforeseen in- 
equities that might arise. 
Difficult Case 
But situations do arise where the 


Board of Directors or the pension com- 
mittee are, in effect, disabled from act- 
ing, and it is in such situations that 
controversy may occur. A classic in- 
stance of the difficulties which can 
plague a bank trustee under such. cir- 
cumstances arose when the Adley Ex- 
press Company terminated a_ profit 
sharing plan. Application of Corn Ex- 
change Bank Trust Co.; In re Adley 
Express Co., 276 App. Div. 430, 95 
N. Y. Supp. 2d 110 (1st Dept. 1950). 
The only contribution made to the trus- 
tee by the company was on account of 
profits from 1943 operations. Subse- 
quently it developed that there had been 
no profits for that year. 


The trustee concluded under the facts 
that it should not comply with the com- 
mittee’s direction to deliver the assets 
to the company and brought a proceed- 
ing for a judicial settlement of its ac- 
count, for leave to resign and for the 
designation of a successor trustee. The 
company counterclaimed for dissolution 
of the trust and return to it of the 
balance of the trust fund. A guardian 
ad litem was appointed to represent the 
unknown parties and notice to such 
parties was given by publication, be- 
cause the trustee was relieved under the 
instrument from giving notice to the 
beneficiaries and even from determining 
who were the beneficiaries. 


The Appellate Division, modifying 
the decision below. held that the coin- 
pany should prevail on its counterclaim 
for a return of the trust fund on the 
theory that the contribution had been 
made under a mutual mistake of fact. 
It also held that it had been reasonable 
for the bank to effect service by publica- 
tion on the express company’s employ- 
ees and that it should be reimbursed 
from the trust fund for this disburse- 
ment. 


The express company then sued the 
bank in the Federal District Court. The 
complaint demanded damages for breach 
of the bank’s alleged contractual duty to 
deliver the trust property on the direc- 
tion of the committee without benefit of 
a court order, and for malicious prosecu- 
tion in having instituted the state court 
proceeding probable cause. 
Both parties moved for summary judg- 
ment. The District Court denied both 
motions as to the breach of contract 
count, but granted the defendant’s mo- 
tion on the malicious prosecution count. 
The breach of contract claim was later 
settled out of court. 


without 


Getting Consent 


The Adley Express case is not typical 
of the cases which will arise as more 
employee benefit plans are terminated. 
However, in my recent experience two 
terminations have occurred which were 
potentially just as troublesome to the 
trustee bank. 


The first plan provided that in the 








Frederick Beebe addressing Pension and Profit Sharing Trust session, flanked by panelists 
,(. to r.) Arthur L. Coburn, Jr., Cecil P. Bronston, John L. Gibbons (leader), William 
F. Lackman and Warren M. Harvey. 
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event of termination assets beyond those 
needed to fund existing benefits were to 
be applied to provide deferred annuities. 
Since the plan had been in existence 
only briefly the fund was relatively small 
and the amount of deferred annuities 
that could have been provided was 
meager. Presumably for this reason the 
union preferred a cash distribution of 
the entire fund, pro rata according to 
the amounts contributed for the respec- 
tive employees. 


There was not an unambiguous power 
to amend the termination provisions. 
Therefore, we felt that the employees’ 
rights on termination might well be 
vested. However. the union was able to 
obtain written approvals of the proposed 
cash distribution from all of the affected 
employees. The trustee satisfied itself by 
certificates from the company and the 
committee that the consents had been 
given voluntarily and with full knowl- 
edge of the facts. Therefore the trustee 
was willing to make pro rata cash dis- 
tributions despite the contrary provi- 
sions of the plan. 


Class Suit 


The second termination situation was 
not so simple. After the company’s vol- 
untary plan had been in force for sev- 
eral years, the company recognized the 
United Mine Workers Union. The com- 
pany s production employees were auto- 
matically covered by the UMW agree- 
ment under which they became entitled 
to the regular pension from the UMW 
fund. If the company had continued its 
voluntary plan it would have had to 
contribute to two pension trusts and its 
employees would have been entitled to 
two pensions. The company determined 
to terminate its voluntary plan. 


The company’s plan provided that in 
case of termination the assets should 
first be applied to the funding of pen- 
sions for existing pensioners and that 
any remaining balance should be ap- 
plied to the payment of pensions, at 
such rates as the company appointed 
pension committee should determine, to 
production employees who thereafter 


met the prescribed pension eligibility 
requirements. Before terminating the 
plan. however. the company exercised 


its jeserved right to amend the plan 


and changed the termination provisions 
to } ovide that the surplus balance re- 
mai: ing after funding pensions for ex- 
istin pensioners should be used for 
pen: ons for nonproduction employees, 
who vere already covered by a different 
plar 
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In view of this diversion of the fund 
from the production employees to non- 
production employees who formerly had 
not been entitled to any benefits under 
it, the pension committee and the com- 
pany, as well as the trustee, considered 
that an adjudication of the rights of 
the parties was necessary. There wer2 
several hundred active production em- 
ployees who might be affected by the 
amendment and who would have to be 
bound by the judgment. Rather than 
making each one a party the company 
proceeded by a “class suit” and named 
as parties defendant two persons within 
each affected class of employees cov- 
ered by the plan. 


The Court entered a judgment approv- 
ing the termination of the plan and di- 
recting the purchase of annuities for ex- 
isting pensioners. There then remained 
in the fund some $750,000, which the 
Court decided should be retained intact 
to pay pensions to 20 specially situated 
production employees and others who 
might thereafter become eligible for 
pensions under the plan. The representa- 
tives of the production employees ap- 
pealed and the appeal is now pending 
before the Court of Appeals for the 
Sixth Circuit, but probably will never 
be decided because a compromise settle- 


ment has been worked out, providing 
for termination of the trust, pension 
benefits for the specially situated em- 
ployees, substantial cash payments to 
the production employees and the use 
of a portion of the trust to fund pensions 
for a number of nonproduction employ- 
ees who had been in the production 
classification during the time that the 
company was contributing to the trust. 


The foregoing illustration shows that 
the class suit procedure is quite satis- 
factory from the point of view of a 
benefit plan trustee. It permits the is- 
sues to be finally adjudicated on a basis 
that is binding on all members of the 
affected class, and it does so with rela- 
tive expedition and economy. However, 
even in a class suit the problems of 
identifying the defendants may cause 
difficulty. All the members of each class 
for whom representative defendants are 
named must have identical interests in 
the fund. Situations may arise wherein 
there are differences as between partici- 
pants which will create a number of 
different classes of defendants. Indeed, 
situations can be imagined where each 
participant’s interests would be different 
from all the others, in which case the 
class suit procedure would be of no 
value. 
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Notice on Termination 


One set of tax problems in connection 
with the termination of a benefit plan 
arises under Mimeograph 5717 which 
imposes limitations on the payments 
that can be made to the 25 highest paid 
employees in case of termination of a 
plan within ten years from the date of 
its inception. All pension plans are re- 
quired, as a condition to income tax 
qualification, to include provisions that 
comply with this Mimeograph. 

If the plan is not terminated in strict 
accordance with the rules laid down by 
the Code and the regulations, the trust 
may retroactively lose the benefit of its 
income tax exemption for all years with 
respect to which the Statute of Limita- 
tions has not run. The employer may 
face the disallowance of deductions for 
contributions to the trust during open 
years. And the employees, if their rights 
are nonforfeitable, may become imme- 
diately taxable on the contributions 
which have been made for their benefit 
in the event of a disqualifying termina- 
tion. 


In view of the adverse consequences 
which may flow from a disqualifying 
termination, the Commissioner has ad- 
vised that upon learning of the termina- 
tion of a plan the trustee, before distrib- 
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ution of the trust assets, should notify 
the Commissioner with respect thereto, 
and a determination will thereupon be 
made as to the effect of such termination. 
Moreover, the District Directors of In- 
ternal Revenue will issue advance de- 
termination letters on terminations and 
curtailment of plans if requested so to 
do by the employer company. The em- 
ployer is required to submit extensive 
data about the operation of the plan, 
including information about the 25 
highest paid employees under the plan, 
and information about any funds under 
the plan which were invested in obliga- 
tions or property of the employer or 
related companies. 


Permanency of Plan 


Assuming compliance with the re- 
quirements of Mimeograph 5717 about 
benefits for the 25 highest paid employ- 
ees, the main danger of disqualification 
is in a finding that there has not been 
compliance with the requirement of the 
income tax regulations that a qualified 
plan must be permanent. The Internal 
Revenue Service takes the position that 
where a plan is expressed to be perma- 
nent but is, in fact, terminated within 
a few years, its abandonment will be 
evidence that from its inception it was 
not a bona fide program for the exclu- 
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sive benefit of employees in gener |. 
From the regulations it is obvious that 
the main concern of the Service is tat 
such short term plans may be discrim, 
atory in favor of highly paid personn~ 
although such discrimination is vot 
stated to be a sine qua non for disqu 

fication in the event of early terminatic 


~ 


and 
. 


The regulations require a showing of 
business necessity for termination. ‘| he 
courts, however, have not lent much 
support to this theory. In Blume Knit- 
wear, Inc., 9 T.C. 1179 (1947), the 
Commissioner contended that the terini- 
nation of a profit sharing plan afier 
only one year of operation was suflici- 
ent evidence of the nonexistence of a 
bona fide program so that the plan 
should be retroactively disqualified from 
tax exemption. The Tax Court, however. 
decided that the mere fact of abandon- 
ment was not conclusive and that sufh- 
cient reasons for abandonment had been 
shown, 1.e., disapproval of the plan by 
the Salary Stabilization authorities. 

A more serious setback for the Com- 
missioner occurred in Lincoln Electric 
Co. Employees Profit Sharing Trust v. 
Comm., 190 F. 2d 326. The employer 
had made an initial irrevocable contri- 
bution of $1,000,000 to a profit sharing 
fund without obligating itself to make 
any further payments from future 
profits. The Court of Appeals held that 
since the trust was irrevocable there was 
no lack of permanency and that if the 
regulation were interpreted as the Com- 
missioner contended, then the regulation 
would be invalid. The Government an- 
nounced that it would not appeal the 
decision, but did not indicate acqui- 
esence. Since the proposed regulations 
under the 1954 Code express the re- 
quirement of permanence in much the 
same language as was reviewed in the 
Lincoln Electric case, it seems like 
that the permanency issue will remain 
alive for some time to come. 


If the Commissioner’s position is 
sound and adequate business necessity 
must be shown in support of the aban- 
donment of a plan, it is worth noting 
the advice of a representative of the 
New York City Office of the Internal 
Revenue Service given at the Seventh 
Annual New York University Institute 
on Federal Taxation: 

“Contrary to some _ practitioners’ 
opinions, no thick brief of rhetoric and 
theory will establish this financial 
fact. The figures of current financial 
operation and condition as shown by 
balance sheets and profit and /oss 
statements are necessary. Inadequacy 
and delay of data are particular d'ffi- 
culties in the termination of plans.” 
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INVESTING FOR PENSION AND PROFIT-SHARING TRUSTS 


ARTHUR L. COBURN, Jr. 


Chairman of the Trust Investment Committee, Old Colony Trust Co., Boston 


T IS EASY TO STATE TWO SIMPLE 
TS (1) stocks seem to me less at- 
tractive than for years; (2) bonds seem 
to me more attractive than for years. 
However, I am not saying: “Buy no 
stocks; buy only bonds,” nor “Stocks 
will go down; bonds will go up.” I am 
saying. to repeat my concluding sentence 
of a year ago: “The portfolio well bal- 
bonds and stocks has 


anced between 


great merit.” 


Basic Policy 


Our task is to determine which pos- 
sibilities will be translated into proba- 
bilities. With us. the key to present in- 
vestment lies in the following, taken 
from our minute book: 


It is recommended that, in general, 
retirement trusts continue to make 
limited purchases of common stocks, 
giving consideration at the time of 


any purchase to the proportion of 
market value already in common 


stocks and to the ratio of current and 
anticipated increments to the then 
existing account. 


Seven points are to be made in ex- 
planation of this policy. For illustrative 
purposes, reference is made to our most 
typical accounts, those with a 30% 
“basic percentage.” 

1. Basic percentage defines the pro- 
portion of the particular account at 
book value to be invested in common 
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stocks. A new account is to be invest- 
ed in commons to the extent of its 
basic percentage within its first in- 
vestment period. 

2. The term “cash increment,” when 
applied to retirement trusts, includes 
cash received from the employer, in- 
come to be invested, and net profits 
from security transactions. Cash con- 
tributions of employees may or may 
not be invested in the same way as 
cash received from the employer, de- 
pending upon the circumstances of 
the particular account. 

3. Were a straight dollar-averaging 
program to be followed, the basic 
percentage of each increment would 
be invested in common stocks. Where 
we have discretion in our trust func- 
tion, we have modified dollar-averag- 
ing as the stock market has risen 
(above 450 Dow-Jones). 


4. As long as the market value per- 
centage of commons in an account 
remains within 5 percentage points of 
the basic percentage, each cash in- 
crement is invested in commons to 
the extent of the basic percentage. 


5. If the market value percentage 
of commons drops 5 percentage points 
below the basic percentage, such pro- 
portion ef each cash increment is in- 
vested in commons as will restore the 
market value percentage to the basic 
percentage. 


6. If the market value percentage 


of commons becomes more than 5 
percentage points above the _ basic 


percentage, the proportion of each 
cash increment to be invested in com- 








mons is reduced on a graduated scale 
as the gap widens. In our 30 per cent 
based accounts, we have chosen to put 
24 per cent of each cash increment 
into commons when market value per- 
centage is in the 36 per cent to 40 
per cent range, 15 per cent of incre- 
ment when market is in the 41 per 
cent to 45 per cent range, 6 per cent 
of increment when market is in the 
46 per cent to 50 per cent range, and 
none if market is above 50 per cent. 
Accounts based at another level use 
somewhat different graduated scales. 


7. Exceptions from general policy 
may be made where appropriate. 
This is really not complicated. We 
think we shall buy fewer stocks higher 
and more stocks lower than by straight 
dollar-averaging. In any event, we re- 
serve the right to change our minds. We 
refuse to abdicate from the position that 
a trustee must always exercise the best 
possible judgment. We think the pro- 
gram consistent with our modest selling 
of stocks from accounts other than re- 
tirement trusts. 
Common Stock Investment 
Having expressed a policy geared to 
common stocks, I am going to do com- 
mon stock investment the injustice of 
covering it very briefly, as I did with 
bond investment a year ago. You know 
what has happened to the bond market. 

I did refer last year to a list of 20 
growth stocks (Table 1) put together 
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FINANCIAL 
INSTITUTIONS 


FIRST MORTGAGES 
FOR SALE 


COMMERCIAL-RESIDENTIAL 


Available in Blocks 
$100,000 - $1,000,000 


Will Discount To Yield 8% 


~ 


Write, Wire or Phone 


~~ 


Cc. E. MURPHY 
602 MAYER-HEARD BLDG. 
PHOENIX, ARIZONA 
Alpine 8-7156 
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New Haven’s 
First and Largest 


Trust Company 
@ Complete Trust Services 


e Trust funds currently in 
excess of $130,000,000.00 


The Union & New Haven 
Trust Company 


Main Office: Church & Elm Streets 
New Haven, Conn. 


MEMBERS: FEDERAL RESERVE SYSTEM 
FEDERAL DEPOSIT INSURANCE CORPORATION 
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at the end of 1955 as a $100,000 in- 
vestment. Did it grow? For the year 
1956 the answer is “Yes.” The market 
value became $110,059, up 10.1%, 
which compares with a 2.3% rise in the 
D-J industrials. Income, which would 
have been but $2,500.27 in 1955, was 
actually $2,789.39 in 1956, and is now 
estimated as $2,903.93 for 1957. Taking 
the list as a whole, then, yield this year 
is indicated as only 2.90% when related 
to cost at December 30, 1955, and 
2.64% when related to market values a 
year later. Needless to say, such a stock 
yield has a more difficult time compet- 
ing with a 444% bond market than with 
a 314% bond market. 


The problem of stock selection, so 
vitally important, is demonstrated by 
my list, which was specifically designa- 
ted as biased toward growth at some 
sacrifice of immediate income. Among 
the 20 stocks, the one selling at the 
highest price per share, and yielding 
the least, rose the most, 67.5% in 1956; 
another 3 were up by more than 25%; 
a total of 14 beat the D-J industrial 
performance; and 4 actually declined. 
Income from one of the issues was 
smaller in 1956 than in 1955, but for 
each of the other 19 it was higher. 


I think the list a fairly representative 
one for trustees who think as we do, 
using such growth stocks in combina- 
tion with special situations. | am going 
to let the list stand unchanged at this 
time by way of illustration of the prin- 
ciple that the long view is better than 
the short. 


My personal philosophy on stocks, in 
a nutshell, is: 


Management is by far the most im- 
portant determinant of business suc- 
cess. What others think of a stock is 
important. The future is more signi- 
ficant than the past. The problems of 
specialty companies and regulated in- 
dustries are great. All judgments are 
relative. Excess diversification invites 
carelessness, Never fight a defensive 
investment war in common stocks. 
Watch your capital exposure. Markets 
may go down faster than up. Set your 
investment sights high, for each $20,- 
000 of original investment compound- 
ed at 75% 7 times grows to more than 
$1,000,000. 


Bond Investment 


Very few, if any, of us can say that 
our bond investments did well in 1956. 
The money market was not conducive 
to good bond performance. 


Fortunately, our investment for re- 
tirement trusts permits purchases over 
a period of time. We cannot now be 


sure that the bond market has hit bot. 
tom, but we do know that yields ave 
much more generous than they were |2 
months ago. Still better buying opper- 
tunities may lie ahead. 


If visibility as to the business out- 
look is now low, it naturally follows 
that one’s view of the money market is 
not clear. There is a veritable rationing 
of available credit. Money, along with 
men and materials, has become a limit- 
ing factor in the economy. Its price is 
up because it is in short supply. 


The answer to the question whether 
we are headed for a runaway price level 
and inflation or for inventory problems 
and deflation probably lies in our pro- 
ductivity—not the productivity of labor 
alone, but the joint and interdependent 
productivity of labor and capital. Have 
we the collective fortitude to meet the 
challenge; put on the brakes; and ease 
the men, money, and material short- 
ages? Perhaps 1957 will bring the 
answer. 

In the perspective of “What would I 
have done in their place?,” I find my- 
self pretty much in accord with recent 
Federal Reserve policy. Alert to its re- 
sponsibilities as a force for  stabiliza- 
tion, the Fed seems to be letting the 
law of supply and demand take its 
course. After all, might it not be pre- 
ferable to have one man unemployed at 
the end of 1957 out of each 1,000 now 
in the labor force, than to have 5 out 
of each 1,000 lose their jobs one, two, 
or three years later, should a further 
bubble on the boom collapse? In short, 
is an orthodox rise of money rates that 
might temper the business pace of 1957 
really to be feared? I would prefer to 
apply the snaffle now rather than the 
curb bit later; to take the long view 
rather than the short. I am convinced 
that this will better serve the interests of 
both labor and capital. Temporarily un- 
favorable to the bond market, it would 


better protect the long term position of 
all bonds. 


I believe that a higher interest charge 
on the Federal debt is preferable to 
runaway commodity prices. Were | in 
the Treasury’s shoes, I would fight for 
adequate taxes to enable some debt re- 
duction. I would use a competitive rate 
to get for the government its share of 
available long term money, keeping con- 
stantly before such buyers as pension 
trusts the opportunity to take down long 
bonds. After all, government bonds re- 
main the strongest security in the wor!d, 
a good backlog for the fixed-income 
side of any investment list. Can we x- 
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pec a stabilized corporate or tax-ex- 
empt bond market before Federal Gov- 
ernment issues have stabilized? 


Ii is easier for a bond buyer today to 
ask questions than to find their answers. 
For example: What are the aggregate 
magnitudes of supply and demand? Are 
the buyers who continue to take bonds 
at 4% to 414% yields better judges of 
the situation than those now insisting 
on 5% to 544%? To what extent will 
reluctance to take losses keep the large- 
ly nominal price level of old bonds 
above that of new issues? Will over- 
supply of tax-exempts bring their yields 
to levels generally attractive to new types 
of buyers, including retirement trusts? 
How much spread may be expected in 
the future between governments and 
top-grade corporates? What maturities 
are most appealing on today’s yield 
curves? Are callable features yet suffici- 
ently attractive? Are sinking fund terms 
suitable? Which convertibles are bar- 
gains? Are capitalization ratios ade- 
quate ? 

These questions are a few of the 
many things about which we must think 
when making bond investments. 


The biggest question of all for 1957 
is perhaps whether business will remain 
sufficiently active to keep money tight 
and bond portfolios depressed, while 
making bond purchases increasingly at- 
tractive, particularly as against stocks; 


or whether business may soften to the 
point of easing money and improving 
bond prices, while squeezing profit mar- 
gins further. Possibly a cue to the an- 
swer will come from the action of com- 
modity prices and, later, from employ- 
ment figures. 


Other Investments 


Mortgages and real estate under lease 
are specialized fixed-return investments 
which have merit when rates are attrac- 
tive. For most recent offerings that has 
not seemed the case. One must also 
recognize possible pitfalls in these areas, 
particularly if a trustee operates across 
state lines. 


Preferred stocks, approaching the 5% 
yield basis for some pretty good names, 
have more appeal now than a year ago. 
I am tempted to nibble at certain utility 
preferreds and a few others, including 
some with improving characteristics or 
convertibility. 


A Specific Fixed-Income 
Investment 


I have prepared a specific bond and 
preferred stock list for current invest- 
ment, (Table 2) consisting of 25 units 
of $8,000 each of bonds and of 4 units 
of preferreds. At December 31, 1956 
markets the values were $193,155 in 
bonds, $16,300 in preferreds. In com- 
bination with values of the same date for 
my growth stock list of a year ago, we 





Public Service Electric 
and Gas Company 


NEWARK, N. J. 











QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
for the quarter ending March 
31, 1987: 
Class of Dividend 
Stock Per Share 
4.08% Cumulative Preferred . . . $1.02 
4.18% Cumulative Preferred... 1.045 
4.30% Cumulative Preferred... 1.075 
$1.40 Dividend Preference.... .35 
GORMAN ccccccoscsce 


All dividends are payable on or 
before March 30, 1957 to 
stockholders of record March 
1, 1987. 


F. MILTON LUDLOW 
Secretary 














JJPUBLIC SERVICE 
CROSSROADS OF THE EAST 























now have a $319,- 
TABLE 2: Specimen Bonds For Purchase—Dec. 31, 1956 514 pension trust in- 
. Dec. 3, 1056 Market Indicated vested roughly 60% 
= At Approx. 1957 Approx. . cos . 
Valu Issue About Amount Income Yield in bonds, oO /t in 
$8,000 U.S.A. Treasury Bills 4/4/57 99.186 7, $331. : 
8,000 U.S.A. Treasury 21/2 7 88 28/32 ye = —_ ae p referr ed s an d 
8,000 U.S.A. Treasury 3 1/4 6/15/83-78 96 20/32 7,730 260 3.45 SO; : 
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000 C.I.T. Financia 4 1/1/60 100 1/8 8,01 2 . 
8,000 parseeay tesa acoeeemane 4 / Wn 100 ree pa oa ist, ased om face 
8,000 James Talcott, Inc. 5 1/4 4/1/70 0 r } 
° 4 a/3/ 100 8000 493.08(8) —_5.06(4) values, include: 
8,000 General Electric 3 1/2 5/1/% 96 3/8 7,70 280 +77 | 
8,000 General Motors 3, V7 90 1/2 7,240 260 a United States Gov- 
8/000 Pome gentosonge ond iis a ae 3 en gr n= = — 12% 
8, Si e: Vv: 9 3600 240 . rs - 
8,000 Standard Oil (New Jersey) 2 3/8 5/15/71 82 7/8 6,630 90 4 ernment, sal for 
8, 300 Florida Power & Light 4 3/8 12/1/86 100 3/4 8,060 350 4.33 eign g overnmen t 
8, ) ; pe aga tence 3 3/8 12/1/78 91 1/4 7,300 270 3.97 and : ° ] 8% 
8, Pu c Service Electric > 
Gas 4 3/8 11/1/86 lol 5/8 8,130 350 4.27 cabminapaiiiea te 
8, a9) oe pneyn Gas 3 “vi ane 90 1/2 7,240 260 4.02 finance co mp an y ? 
8,000 Tennessee Gas Transmission 4 3/4 11/1/7 100 1/2 8,040 380 71 Fs ; 7 
ee aco 4 16%: industrial, 
8, ‘ichigan Bell Telephone 4 3/8 12/1/91 103 8,240 350 he2l ¥ ' 
8, Pacific Telephone & c s 
Telegraph 4 3/8 8/15/88 102 8,160 350 4326 20 ~ P papel = d 
: 0) ae 
8,090 Atlantic Coast Line equip. 4 1/4 1/1/61 100 3/8 8,030 340 4.15 light, 12 /O% natural 
8, Baltimore & Ohio 3 7/8 8/1/70 83 1/2 6,680 310 5.64 O7, 
8,000 Chesapeake & Ohio equip. 4 1/8 10/23/59 100 3/8 8,030 330 4.00 gas, 8%; telephone, 
pret) Great Northern 5 iA/3B 104 1/2 8.360 _ 400 4.60 ; : . : 
; Totals $193,155 $7,795.20 8%; and railroad, 
(a) assumes reinvestment at 4.50% at maturity eeatbesees iad Oo q j 
(bd) —.a payable 2/1/57 so income includes $18.08 discount on U.S. bills 16 /C ( of which half 
jue 4 
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eecscbomageot op eye = plus $27 standby fee at 1/2%, less $5. cate 
premium p on F.I.C.B. 3.75 
(a) yan Pal on F-1.0.B. 3.758 trusts). Maturities 
are 24% within 10 
SPECIMEN PREFERRED STOCKS - DECEMBER 31, 19% O7 
years, 40% from 
Dec. 31, 1956 Market Indicated 
She. ‘ aid Approx. 1957 Approx. 10 to 20 y ears ? 
Issue About dnount Incone _ ‘Yield and 36% over 20 
: Kansas City Power & Light 4.35% pfd. 87 1/2 $4,375 $217.50 4.97% ° 
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Totals $. 825.50 5.0! . 
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Southern California 


Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 191 
60 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 
Dividend No, 40 


27 cents per share. 


The above dividends are pay- 
able March 31, 1957, to stock- 
holders of record March 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, March 30. 


P.C. HALE, Treasurer 


February 19, 1957 
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INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


20 North Wacker Drive, Chicago 6 
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QUARTERLY DIVIDENDS |! 
4% Cumulative Preferred Stock 
60th Consecutive Regular 
Quarterly Dividend of 1 
One Dollar ($1.00) per Share ; 
$5.00 Par Value Common Stock 
Forty Cents (40¢) per Share | 
: 

| 

I 

| 

! 

u 

1 
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Declared — February 28, 1957 
Record Date— March 15, 1957 
Payment Date— March 30, 1957 


A. R. Cahill 
Vice President, Financial Division 





PHOSPHATE ® POTASH ® PLANT FOODS ® CHEMICALS 
INDUSTRIAL MINERALS * AMINO PRODUCTS 











INTERNATIONAL 
SHOE 
COMPANY 


St. Louis 


184TH 
CONSECUTIVE DIVIDEND 
Common Stock 


A. quarterly dividend of 60¢ 
per share payable on April 
1, 1957 to stockholders of rec- 
ord at the ciose of business 
March 15, 1957, was declared 
by the Board of Directors. 
ANDREW W. JOHNSON 


Vice-President and Treasurer 


Feb-vary 25, 1957 
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FLORIDA POWER CORPORATION 
St. Petersburg, Florida 
February 21, 1957 


The Board of Directors of this Corpo- 
ration has this day declared a dividend 
of forty-five cents (45¢) per share on 
the outstanding Common Stock, pay- 
able March 20, 1957 to stockholders 
of record at the close of business 
March 5, 1957. 


E. K. ILGENFRITZ, Treasurer 
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12% Aa, 44% A, 4% Ba, and 8% un- 
rated. Current yield of the bond list is 
estimated at 4.04% for 1957. 


The 4 preferred stock specimens in- 
clude two utilities, a coal, and a con- 
vertible oil issue. Thé yield for the 
group is 5.06%. 


Finally, then, with the growth com- 
mon stocks included at their 1957 esti- 
mated yield of 2.64%, the account, put 
together from selections at two year- 
ends, looks as though its composite cur- 
rent return this year will approximate 


3.61°%. Note, however, that this is cur- 
rent yield, without benefit of a net d):- 
count accumulation on the bond |i 
Then, too, we have used a “loade:” 
common stock list, with subnormal i:- 
mediate income characteristics but «<x. 
pectations of long term growth of beth 
principal and interest. We also have -et 
up our purchases on but two arbitrary 
dates, without benefit of dollar-avereg- 
ing. In actual practice, with such ay 
aging, we may expect to have some stock 
investments whose yields on book val 
will climb to 6%, 8%, and even more 


ue 


INVESTMENT RELATIONS WITH 
COMPANY 


WILLIAM F. LACKMAN 


Vice president, Guaranty Trust Company of New York 


f HE TRUSTEE OF AN EMPLOYEE BENE- 

fit fund should determine the type 
of plan being established and the nature 
of the benefits to be provided, with 
particular attention to cash require- 
ments. The trustee will also need to know 
whether the grantor wishes to follow 
an ultra-conservative or liberal invest- 
ment policy, what ideas the grantor may 
have as to investment diversification, 
whether securities of the grantor are to 
be authorized or prohibited and whether 
the grantor is to have some measure of 
control over the investments. 


In these discussions the trustee should 
give its opinions freely and honestly. 
From such discussions the trustee can 
obtain a clear understanding of the 
grantor’s investment objectives and the 
grantor will become familiar with the 
trustee’s investment principles and prac- 
tices. This mutual understanding will 
permit the drafting of an appropriate 
investment provision. 


These discussions may reveal that the 
grantor and the trustee do not see eye- 
to-eye on investment principles generally 
or on the investment policy which should 
be followed. In such case it might be 
better for the trustee not to accept the 
business. 


A trustee having broad investment 
powers and sole investment responsi- 
bility should not deviate from its ordi- 
nary investment policies at the sugges- 
tion of a grantor, unless the trustee is 
satisfied that the action is in the best 
interests of the trust and is prepared to 
justify it on that basis. 


Grantor’s Own Securities 


It is frequently asked whether a trus- 


tee should ever invest in the securities 
of the grantor company. Obviously such 
plans as savings and thrift plans, stock 
bonus plans and profit sharing plans 
established primarily for incentive pur- 
poses might have to be so invested in 
order to carry out the purposes of the 
plan. In such cases the trustee should 
be required by the trust agreement to 
invest in the securities of the grantor 
company and the company undoubtedly 
would wish to advise its employees that 
the funds will be so invested. 


In pension plans and in profit shar- 
ing plans established to provide retire- 
ment benefits where the trust agreemeni 
does not specifically require a portion 
of the funds to be invested in the grantor 
company’s securities or where the agree- 
ment does not provide that such pur- 
chases shall be made only on the direc- 
tion of one or more persons or a com- 
mittee designated by the grantor, there 
is no good reason from an investment 
standpoint why such purchases should 
not be made. It goes without saying that 
a trustee must have the necessary author- 
ity and must exercise the same judg- 
ment in acquiring, holding and dispos- 
ing of such securities as it would in the 
case of any other security. 


Nevertheless there are a number of 
considerations — which 
have caused many companies to prohibit 
the purchase of their own securities in 
pension and profit sharing trusts even 
though they are of good investment 
quality. Such companies recognize ‘hat 
they are exposing to the hazards of their 
own business not only the job security 
of the employees but also their pens'ons 
or other deferred benefits and to the 


non-investment 
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extent that pension funds are invested 
jn the company’s common stock the em- 
ployees are in much the same position 
as they were before the company funded 
its pension obligations. Such companies 
also realize that if the trustee decides to 
sell the grantor company’s securities an 
unfavorable impression might develop 
on the part of both the investing public 
and the employees. 


Company Control 


If the company wishes to participate 
in investment decisions, the persons 
who act for the company should be 
qualified to make such decisions; they 
should be available to act promptly and 
they should realize that they are acting 
in a fiduciary capacity even though they 
are not called trustees. In the very few 
cases which would justify withholding 
the investment powers from the trustee 
completely, the trustee will want to as- 
certain what kind of investments will 
be made and whether it will be free 
from liability if it follows directions. 
Usually in such a situation it would 
seem more desirable to appoint as trus- 
tees the individuals designated by the 
company to handle the investments and 
to appoint the bank depositary or cus- 
todian. 


The handling of employee benefit 
trusts is sometimes complicated by the 
fact that some officers and directors of 
the grantor companies or members of 
a joint board of trustees do not under- 


stand the difference between investing 
their personal funds or the company’s 
funds and investing the benefit funds. 
Unless a trustee is unnecessarily in- 
flexible, it should be possible to incor- 
porate in its program any sound sug- 
gestions the company or the joint board 
of trustees may make. It should explain 
with care why it cannot purchase any 
suggested securities which would be in- 
appropriate for the trust. From a prac- 
tical standpoint any trustee which has 
broad powers to invest in its sole dis- 
cretion should not agree voluntarily to 
clear each transaction with the grantor 
before taking action. The grantor’s ideas 
might better be developed in periodic 
meetings in which general investment 
policy as well as specific security hold- 
ings are discussed. 

Where a company wishes to take no 
part in the formulation of investment 
policy and in making individual invest- 
ment decisions, the trustee will want, 
nevertheless, to discuss the investments 
with the company from time to time, 
being careful to make it clear that in 
doing so the trustee is not attempting 
to shift to the company its responsi- 
bility for handling the investments. This 
practice is partly in the nature of a 
continuing educational process which 
will make it possible to explain to the 
company’s satisfaction at some future 
time any questions it may have concern- 
ing the investment performance in its 
trust. 


COLLECTIVE INVESTMENT FUNDS 
CECIL P. BRONSTON 


Vice President, Continental Illinois National Bank and Trust Co. of Chicago 


B MEANS OF COLLECTIVE INVEST- 
ment trusts* we are now able to 
extend the full advantages of trust fund 
investment of pension and profit sharing 
plans into- new areas, containing great 
numbers of potential customers with a 
large aggregate of funds to be invested. 
And we are able to improve our service 
in areas where it is already outstanding. 
' 


by 7 


ur essential conditions must be met 
y a» individual trust to participate in 
a collective trust: (1) the individual 
trust must be qualified under Section 
401\.) of the Revenue Code of 1954, 
and nust be exempt from tax under 
Secti n 501(a); (2) the sponsor of the 
indi, dual trust must adopt the collec- 


ees 


*Ve ‘ously known as pooled fund, group trust, 
two-fiid plan, ete. 
Marcu 1957 


tive trust as a part of the individual 
trust, and specifically authorize the col- 
lective investment of the funds of the 
individual trust; (3) the bank must be 
employed as a trustee of the individual 
trust or, in some cases, as agent for its 
trustee; (4) the bank, as trustee of the 
collective trust, must consent to the par- 
ticipation of the individual trust. 


Common Attributes 


Two main forms of collective trusts 
predominate, based on the nature of 
the assets in which the funds are invest- 
ed. One operates as a balanced fund. 
The other operates with dual funds—the 
first being invested in bonds and other 
fixed-income type assets, and the second 
being invested primarily in equities. The 


WELLINGTON 


<Q> FUND 


FOUNDED 1928 


109" 


consecutive 
quarterly dividend 


llc a share from net invest- 
ment income, payable March 
30, 1957 to stock of record 
March 8, 1957. 


WALTER L. MORGAN 
President 
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CORPORATION OF AMERICA 
180 Madison Avenue, New York 16, N. Y. 


HE Board of Directors has this day 

declared the following dividends: 
414%2% PREFERRED STOCK, SERIES A 
The regular quarterly dividend for 
the current quarter of $1.12!2 per 
share, payable April 1, 1957, to 
holders of record at the close of busi- 
ness March 8, 1957. 

7% SECOND PREFERRED STOCK 
The regular quarterly dividend for 
the current quarter of $1.75 per share, 
payable April 1, 1957, to holders 
of record at the close of business 
March 8, 1957. 

COMMON STOCK 
25 cents per share payable March 
26, 1957, to holders of record at the 
close of business March 8, 1957. 
R. O. GILBERT 
Vice President & Secretary 
February 26, 1957. 





Dividend Notice 
MIDDLE SOUTH UTILITIES, Inc. 


The Board of Directors has this day 
declared a dividend of 40¢ per share 
on the Common Stock, payable April 
1, 1957, to stockholders of record at 
the close of business March 12, 1957. 
H. F. SANDERS, 

Treasurer 


New York 6, N. Y. 
February 21, 1957. 


She Middle Louth 


A World Of 
Opportunity 







Utility service by tax-pay.ng, 
publicly-regulated companies 
made this dividend possible. 
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GENERAL 
PORTLAND 


CEMENT 
COMPANY 





COMMON 
STOCK 
DIVIDEND 


The Board of Directors of General 
Portland Cement Company has this 
day declared a quarterly dividend 
upon its Common Stock of 45 cents 
per share, payable March 30, 1957 
to stockholders of record at the 
close of business on March 8, 1957. 
The stock transfer books will re- 
main open. 





HOWARD MILLER, 
| fobrvery 20, 1957 Treasurer 

















petroleum 
corporation 





DIVIDEND NOTICE 


The Board of Directors has declared 
a regular quarterly dividend of 25¢ 
per share on the common stock of 
this Company, payable March 18, 
1957, to stockholders of 
record at the close of 
business March 1, 1957. 


R. L. To.Lett, 
President 


oO 


Big Spring, Texas February 18, 1957 








GENERAL 

| PRECISION 
EQUIPMENT 

| ul CORPORATION 


NOTICE OF DIVIDENDS 


The Board of Directors has declared 
the following dividends, each pay- 
able March 15, 1957, to stock- 
holders of record at 3:30 PM, 
March 8, 1957: 


$4.75 CUMULATIVE PREFERRED STOCK 
The regular quarterly dividend of 
$1.18% per share. 
$1.60 CUMULATIVE CONVERTIBLE 
PREFERENCE STOCK 
A quarterly dividend of 40 cents 
per share. 
COMMON STOCK 
A dividend of 60 cents per share. 





E. B. HENLEY, JR., Secretary 
February 26, 1957 
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trustee of each participating trust de- 
cides what proportion of its assets shall 
be committed to these funds. 


The six principal features most com- 
mon to both forms of collective trusts 
are these: 

(1) Participation is open to pen- 
sion plans or profit sharing plans, or 
both, now in being, or in the future; 

(2) Sponsors whose trusts partici- 
pate may be any entity that can have 
a qualified plan, and engaged in un- 
related types of activity; 

(3) Each plan can retain its indi- 
vidual identity; 

(4) No pooling of mortality experi- 
ence is involved; 

(5) The bank has sole responsi- 


bility for management of the collec- 
tive trust; and 


(6) Income, expenses, gains, and 
losses are shared by the participating 
trusts in proportion to their respec- 
tive commitments. 


Progeny of Common Trust Funds 


Collective trusts are true members of 
the common trust fund family, with re- 
semblances and distinctions which we 
may well note. 


Among common trust funds, balanced 
funds predominate, but the indications 
are that dual funds will be the more 
widely used form in collective trusts. 
The family resemblance is also marked 
in the close similarities existing in day- 
to-day operations, in investment pro- 
cedures, and in accounting methods. 


However, there are real distinctions. 
For purposes, collective 
trusts are exempt under Section 501 (a) 
of the Revenue Code and are treated as 
any other qualified employees’ trust, in 
distinction from the normal common 
trust fund which derives its income tax 
status from Section 584. This difference 
in tax treatment results from the action, 
unnecessary in common trust fund pro- 
cedure, by which the sponsor of an indi- 
vidual trust participating in a collective 
trust adopts the latter as an integral 
part of the individual trust, and there- 
by makes the collective trust, itself, a 
qualified employees’ trust. If we are 
ever inclined to chafe against the docu- 
mentary formalities that are pre-requis- 
ite to participation in a collective trust, 
we can take quick solace in the fact that 
these formalities constitute the price for 
the collective trust’s tax exemption. 


income tax 


A second distinction is that collective 
trusts are exempt from compliance with 
the regulations covering common trust 
funds under Section 17 of the Federal 
Reserve Board’s Regulation F. The 
greatest significance of this exemption 


is that collective trusts are free froin 
ceiling limitations on sums which may 
be invested by the participating trust-. 


A question sometimes asked is, “W ill 
the pooling of pension and profit shar- 
ing funds invite regulations?” So far, 
any new or changed regulations have 
tended to encourage collective trusts 


Clarification by Rulings 


Three rulings of the Revenue Service 
are of special interest. Revenue Ruling 
56-267 states the conditions under which 
a collective trust may constitute a tax- 
exempt trust, with the exempt status of 
the participating trusts continuing un- 
affected. 

Revenue Procedure 56-42 provides 
that request for a new determination 
letter concerning the qualified status of 
an individual trust is unnecessary when 
that trust is amended to participate in 
a collective trust meeting the conditions 
of Revenue Ruling 56-267. 

On July 6, 1956, the Service issued 
a special ruling to this effect: When as- 
sets of a participating trust are trans- 
ferred in exchange for units of the col- 
lective trust, the transfer constitutes a 
sale and purchase resulting in a “gain” 
or “loss” to the participating trust. This 
has little, if any, significance to profit 
sharing trusts. To pension trusts, it 
means that the “gain” or “loss” will 
have to be taken into actuarial consider- 


. 


ation although, of course, any gain is 
not taxable. Also this ruling states that, 





ALLEGHENY LUDLUM STEEL — 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Directors of Allegheny Ludlum Steel 

Corporation held today, February 

21, 1957, a dividend of fifty cents 

($0.50) per share was declared on 

the Common Stock of the Corpora- 

tion, payable March 30, 1957, to 

Common Stockholders of record at the close of busi- 
ness on March 15, 1957. 


S. A. McCASKEY, Jr. 
Secretary 








f i. 


UTILITIES 
COMPANY 


DIVIDEND NOTICE 





The Board of Directors today 
declared a dividend of 36 cents 
per share on the Common Stock 
of the Company, payable April 
1, 1957 to stockholders of record 
at the close of business March 
1, 39572. 


D. W. JACK 
Secretary 


all 








L February 15, 1957. 
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under certain circumstances, a partici- 
pating trust’s units in the collective 


trus’' may be deemed to have a cost 
basis equal to the market value, on the 
exchange date, of the assets exchanged 
for such units. The net effect of this 
seems to be that gains or losses realized 
within the collective trust, itself, will 
have no bearing on the cost basis of a 
participating trust’s units. 


The Service now has under considera- 
tion these two questions: (1) whether 
a stamp tax is incurred when securities 
are transferred to the collective trust by 
a participating trust, or vice versa; and 
(2) whether a stamp tax is incurred 
upon the issuance of units of participa- 
tion by a collective trust, even though 
no formal documents or certificates are 
issued to evidence such units. Of the 
two, the issuance tax would appear to 
be the more burdensome, but neither is 
welcome. We hope that the Service will 
recognize the validity of the reasons ad- 
vanced for exemption from these taxes. 


From Customer’s Viewpoint 


A customer asks, “Why should my 
trust participate?” The emphasis in the 
answer depends, in part, on the form 
of the collective trust—whether it is a 
balanced fund or a dual fund. However. 
in general, it may be said that the in- 
dividual trust, through participation, 
will have investment opportunities, di- 
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KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, New York, N.Y. 
February 15, 1957 


: 

; 

At the meeting of the Board of J] 
t 

E 





Directors of Kennecott Copper Cor- 
poration held today, a cash dis- 
tribution of $1.50 per share was 
declared, payable on March 25, 
1957, to stockholders of record at 
the close of business on March 1, 
1957. 


PAUL B. JESSUP, Secretary 











\ 
UNITED FRUIT 
COMPANY 







23 1st 
Consecutive 
Quarterly Dividend 


dividend of seventy-five cents 
‘r share on the capital stock of 
iis Company has been declared 
ayable April 15, 1957, to share- 
iders of record March 8, 1957. 
EMERY N. LEONARD 
Secretary and Treasurer 
\ »ston, Mass., February 11, vit 
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versification of assets, income yields, 
and possibilities for capital growth 
which are normally obtainable for sep- 
arately operated trusts of only the larger 
sizes. 


Let me illustrate the first three of 
these advantages with one example. 
Within the last few weeks, collective 
trusts have been able to take participa- 
tions in privately placed loans to corpo- 
rations having top credit ratings, with 
yields from 434% to 5%, and with ade- 
quate protection against call. Such in- 
vestments were unavailable to an indi- 
vidual trust unless it could take a mini- 
mum participation of $100,000. At the 
same time, public offerings of compar- 
able quality provided yields around 
414%. If the collective trust is one of 
dual funds, an added advantage will be 
flexibility of investment policy. And for 
the customer who is considering a vari- 
able annuity pension plan, a dual fund 
collective trust can be a natural invest- 
ment medium. 


From Bank’s Standpoint 


When we ask why we should set up 
a collective trust, our first reason is that 
our customers can be im- 
proved. We go on to ask this question, 
“With a collective trust, will we be able 
to reduce expenses?” Our cost analysts 
tell us that will be the result but, today, 
few trusts have been in operation long 
enough to prove what the economies 
will be. Substantial savings should cen- 
ter in the investment operations. Consul- 
tation time with co-trustees and pension 
committees concerning specific securi- 
ties will be greatly reduced, because 
most consultations will deal only with 
policy questions. Portfolio adjustment 
to changing investment conditions can 
be done in one operation, as contrasted 
with the multiple number when separate 
trusts are involved. 


service to 


One problem is the cost of monthly 
valuation of assets. Another is the book- 
keeping necessary for the collective 
trust entity. However, the problems to 
be met and efficiencies to be gained in 
operating our collective trusts are the 
same as those of our other common 
trust funds. We can be sure that the 
results proved in operating those funds 
——savings in investment operations, sav- 
ings in securities handling, and savings 
in record keeping—can be carried over 
into our collective trusts. 


Frequent Questions 


[A supplement to Mr. Bronston’s 
paper answered the 18 questions most 
frequently asked about Continental IIl- 








TEXAS GULF SULPHUR COMPANY 


‘The Board of Directors has declared a divi! 
dend of 50 cents per share on the 10,020,000 
shares of the Company’s capital stock out- 
standing and entitled to receive dividends, 
payable March 15, 1957, to stockholders of 
ages A as the close of business February 


E. F. VANDERSTUCKEN, JR., 


Secretary. 











Johns-Manville 


Corporation 


DIVIDEND 








The Board of Direc- 
tors declared a quar- 
terly dividend of 50c 
per share on the 
Common Stock pay- 
able March 15, 1957, 
to holders of record 
March 4, 1957. 


PRO ucts 


ROGER HACKNEY, Treasurer 

















Pullman 
Incorporated 


358th Dividend and 
91st Consecutive Year of 
Quarterly Cash Dividends 


A regular quarterly dividend of 
seventy-five cents (75¢) per 
share will be paid on March 14, 
1957, to stockholders of record 
March 1, 1957. 

CHAMP CARRY 


President 
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BALTIMORE GAS AND 


ELECTRIC COMPANY 
BALTIMORE » MARYLAND 


QUARTERLY DIVIDENDS 


Dividends for the quarter ending March 31, 
1957 have been declared as follows: 
PREFERRED Stock: $1.12% a share on the 
4%% Preferred Stock, Series B, and $1.00 a 
share on the 4% Preferred Stock, Series C, 
payable April 1, 1957 to holders of record at 
the close of business on March 15, 1957. 





CoMMON Stock: 45 cents a share, payable 
April 1, 1957 to holders of record at the close 
of business on February 28, 1957. 


CHARLES P. CRANE 


Chairman of Board and President 


Dividends paid on Common Stock without 
interruption or reduction since 1910. 
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inois Investment Trust for Employe 


Benefit Plans. | 


(1) What plan of collective trust is used 
at Continental Illinois Bank? 


Continental Illinois Investment Trust 
for Employe Benefit Plans is a collective 
trust of the dual form. A Fixed Income 
Fund and an Equity Fund are operated, 
in either of which participation is open 
to both pension trusts and profit sharing 
trusts. 


(2) Why did you choose the dual form 
of collective trust? 


Primarily because it permits each 
sponsor unrestricted ability to set the 
general investment policy for his trust. 
It is true that we have to operate two 
separate accounts, but if we had chosen 
the balanced fund form we would have 
felt it necessary to segregate pension 
trusts and profit sharing trusts, so that 
we would still have had to operate two 
accounts. 


(3) Why didn’t you use your Common 
Trust Fund A? 

First, the objectives in investing funds 
of personal trusts do not run parallel 
to the objectives in investing pension and 
profit sharing funds. 


Second, in the Common Trust Fund a 
participating trust is limited to an in- 
vestment of $100,000. 

Third, the use of the Common Trust 


Fund would restrict our thinking to 
small funds. 
Fourth, operating our Investment 


Trust as a qualified trust under Section 
401(a) results in simpler income tax 
treatment. 


(4) Among your participating 
which predominate? 

On December 31, at the end of the 
first 10 months’ operation of the Invest- 
ment Trust, by number, pension trusts 
were 36% and profit sharing trusts were 
64%, about 60% being in the Fixed In- 
come Fund and 40% in the Equity Fund. 


trusts, 


(5) Do you admit trusts in which you 
are not sole trustee? 


Yes. 
(6) Has your trust been a decisive fac- 
tor in getting new business? 
Yes. 











TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


February 21, 1957 


A dividend of fifty-five 
(55c) cents per share was 
declared payable March 27, 
1957, to stockholders of rec- 


ord at the close of business 
March 5, 1957. 


Joun G. GreeNBURGH 
61 Broadway Treasurer. 


New York 6, N. Y. 
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(7) What requirements or limitations as 
to size do you place on participating 
trusts? 


There is no ceiling. However, we think 
no one trust should have such a large 
participation as to exert a dominating 
influence in policy or operations. 

(8) Do you require that a participating 
trust commit 100% of its assets to 
your Investment Trust? 


No. Some sponsors of existing trusts 
have preferred to put only a part of 
their assets into the Funds, pending a 
view of our operation. In other cases it 
has seemed preferable to us to have se- 
curities retained in the individual trust, 
pending maturity of such securities, or 
a change in circumstances which might 
make sale more advantageous. 

(9) Are the sponsors of participating 
trusts, or the individual trustees, or 
investment committees appointed un- 
der such trusts ordinarily willing 
to abandon the control and selection 
of individual securities? 


Naturally, some customers prefer to 
go on with their present arrangements 
rather than participate in the Investment 
Trust. Management of the investments in 
our Investment Trust is the sole respon- 
sibility of the bank, so a relinquishment 
of control and selection to the managing 
bank is an essential to participation. 


(10)How do you handle the individual 
trust which owns securities of the 
employer company but wants to 
participate in your Trust? 


Such securities must, of course, be re- 
tained in the individual trust, as our 
Declaration of Trust prohibits their ac- 
quisition by the Investment Trust. 
(11)When a participating trust wants 

to commit assets to your Fund, do 
you require that such assets be sold? 


On the date that a participating trust 
first acquires units in either one of our 
Funds, such of its securities which would 
then be appropriate for purchase by 
that Fund may be acquired at fair value. 
This is to avoid unnecessary sale and 
purchase costs. Otherwise the Funds may 
not acquire from a participating trust 
any assets other than cash. 

(12) How do you cope with the various 
anniversary dates of the plans un- 
derlying the participating trusts? 

Our Funds have to be valued monthly. 


(13)How do you value private ple e- 
ments? 


As a routine matter, items are revi 
ed by our analysts on or about each 
uation date and compared with value. 
marketable securities of similar quaiity 
and maturities. Suggestions of the ana- 
lysts are reviewed by our Trust Invest- 
ment Committee which sets the vaiua- 
tion. 


We 


| 


(14) Do you amortize premiums and 
cumulate discounts on bonds? 


No. 


(15)What do you do with the income 
received in your respective Funds? 


tC- 


It is added to, invested, and valued as 
a part of the principal of the Funds. 
As a matter of bookkeeping, at each 
month-end, the cost value of the units is 
“written up” in an amount equal to the 
sum of the income earned and retained 
for reinvestment. 


(16) How does a participating trust ob- 
tain cash funds for pension pay- 
ments, distributions, and other pur- 
poses? 


Money needed for disbursement to 
pensioners or beneficiaries may be re- 
served in the individual trust or, in the 
alternative, necessary unit withdrawals 
may be made from the Funds. 


(17) How often and in what form do you 
report to the participating trusts? 

Annually a formal report, prepared 
by the trustee and audited by an inde- 
pendent certified public accountant, is 
sent to each person to whom the bank 
normally renders an accounting with re- 
spect to each participating trust. We are 
also considering the use of interim re- 
ports in summary form at mid-year. 
(18)Why do you subject your Trust to 

the audit of independent certified 
public accountants? 

This is a matter of policy as there is 
no legal requirement. The _ relatively 
small additional expense seems justified 
and, as the Funds grow, the expense will 
become of even less significance. The op- 
erations of the Funds are fairly complex 
and mistakes are difficult to correct. It 
is an economy to be right, so the audi- 
tors work right along with us at each 
valuation date. Also, the independent 
audit seems to have a definite appeal to 
customers as an assurance that the trust 
accounting is correct. 





DIVIDEND 
NO. 38 


TENNESSEE 
GAS 


TRANSMISSION 
COMPANY 


HOUSTON, TEXAS 


AMERICA’S LEADING TRANSPORTER OF NATURAL GAS 


The regular quarterly dividend of 35c per 
share has been declared on the Common 
Stock, payable April 1, 1957 to stockholders 
of record on March 8, 1957. ; 








J. E. IVINS, Secretary 
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SUPPLEMENTAL UNEMPLOYMENT 
BENEFIT PLANS 


WARREN M. HARVEY 


Assistant Trust Officer, National Bank of Detroit, Detroit, Mich. 


EVERAL TYPES OF SUPPLEMENTAL 

Unemployment Benefit Plans have 
heen adopted by the auto, glass, rubber 
and steel industries. Since the Plan of 
the type negotiated by the auto industry 
embraces a great number of union repe- 
sented hourly-rated workers, I shall con- 
fine this discussion to this Plan. 


The purpose of such Plan is to supple- 
ment State unemployment compensation 
henefits. The Company: is required to 
contribute 5c per hour for each repre- 
sented employee for each hour he re- 
ceives pay from the Company. Immedi- 
ately subsequent to receipt by the Com- 
pany of satisfactory rulings from the 
Commissioner of Internal Revenue and 
United States Department of Labor, the 
Company is required to establish the 
Fund with a qualified bank or trust 
company. 


The maximum funding required of the 
Company by virtue of contributions and 
the net income generated by the trust 
multiplying a predeter- 
dollar amount by the 
sum of the number of employees work- 
ing plus the number of employees on 
layoff with unused credit units. The 
maximum funding is determined each 
month by the Company in order to de- 
termine a Trust Fund Position for the 
purpose of computing current benefiis 
to be paid during the ensuing month. 


is computed by 
mined specific 


Trust Fund Position 


The trustee is required to file with 
the Company, Board of Administration 
and Union, periodic statements with re- 
spect to the current market value of the 
Fund as of-a specific monthly valuation 
date. In addition, a statement is given 
by the trustee as to benefits paid and 
total contributions received during the 
prior month. 


From the trustee’s certified report as 
to the current market value of the Fund, 


whic! is comprised of investments in 
U.S. Government obligations and cash, 
the C >mpany determines the Trust Fund 
Posit’ on by dividing the value of the 
Func by the applicable maximum fund- 
ing. |” the Trust Fund Position is under 
4%. 10 benefits are payable; if be- 
weer 4% and 13%, the amount of the 
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computed benefit shall be reduced by 
20%. 


Credit Units and Payment of 
Benefits 


Credit units do not have a fixed 
value but are created for the sole pur- 
pose of determining duration of benefits 
under varying circumstances. Each time 
an employee draws a weekly benefit, a 
specific number of credit units are can- 
celled, dependent on the Trust Fund 
Position and the degree of seniority of 
the employee. The higher the rate of 
seniority, the lower the rate of units 
cancelled; the lower the Trust Fund 
Position, the higher the rate of cancel- 
lation of credit units, This intricate tech- 
nique insures Fund solvency under ex- 
treme adverse economic conditions and 
protects the interests of employees of 
high seniority in the event of their lay- 


off. 


Provision is made for two types of 
weekly benefit payments, the maximum 
being $25, the minimum, $2.00. Special 
benefits are paid for the first four weeks 
of any continuous layoff. Not more than 
four such benefits may be paid in any 
one calendar year until the Trust Fund 
Position reaches 49%, at which time they 


may be paid for not more than eight 
weeks. They are computed by multi- 
plying the -employee’s weekly straight 
time after-tax pay by 65%, less the State 
benefit or other compensation. The bal- 
ance, or $25, whichever is the lesser, is 
the net amount of a special benefit. 


A regular benefit is paid when an 
employee is not entitled to a special 
benefit. It is computed at 60% of the 
weekly straight time after-tax pay. 


To add to the complexities of these 
Plans, provisions are made for return 
of overpayments of benefits, protests of 
State benefits by Company. appeals by 
employees, etc. 


Duties 
Under the Plan, a Board of Admin- 


istration is established, composed of 
three Company and three Union mem- 
bers and an impartial chairman, for the 
prime purpose of resolving appeal cases. 

Fees and expenses of the trustees con- 
stitute a charge upon the Fund and the 
Company is entitled to reimbursement 
from the Fund for its cost in carrying 
out its duties under the Plan. 


The basic duties of the trustee are to 
keep the Fund invested to the fullest 
extent possible after provision is made 
for reserve of sufficient cash to pay 
current benefits; to transfer funds from 
the Trust Fund to a commercial account 
in amounts equal to the reports of bene- 
fits issued as reported by the trustee’s 
agent at the Company, to reconcile and 
prepare reports of checks outstanding 
and to furnish annual or periodic ac- 
countings; to file certified statements 
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For more than sixty-five years Montreal 
Trust has been lending a hand to com- 
across 
Corporate Trust Services. 


We serve many of Canada’s leading organi- 
zations as, Transfer Agent and Registrar for 
Stock Issues; Trustee of Bond, Note and 
Debenture Issues; Trustee of Employee 
Pension and Profit Sharing Funds and in 
other corporate trust capacities. 


Montreal Trust has the technical “know 
how” and its corporate services are admin- 
istered by experienced Officers. 


May we give your Company a hand? 
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with the Company, Board of Administra- 
tion and Union, as to the value of the 
Fund, contributions made by the Com- 
pany and benefits paid from the Fund 
each calendar month. 

The potential growth of such trusts 


during the next year may be commen- 
surate with that of the pension and 
profit sharing type. Again the services 
of banks and trust companies are being 
further utilized by aiding industry in 
connection with these Plans. 


CURRENT QUESTIONS 


FTER THE DELIVERY OF THE FORE- 
geal five addresses, the speakers 
were constituted as a panel, under the 
leadership of John L. Gibbons, Chair- 
man of the Trust Division’s Committee 
-on Employees Trusts and executive vice 
president of Chemical Corn Exchange 
Bank of New York, to answer questions 
submitted in advance of the Conference. 


1. Should a bank furnish actuarial 


services without charge? 


Mr. Bronston: A bank could retain 
an actuarial firm or employ its own per- 
sonnel to do the preliminary cost analy- 
sis, but the actuary finally selected 
should be an independent employee of 
‘the company. 


2. Is the pension division unprofitable 
unless the commercial banking re- 
lationships with the company pro- 
duce benefits? 


Mr. Lackman: Banks generally do not 
establish a pension division with a view 
to obtaining commercial department de- 
“posits. However, due to the lag in put- 
ting funds completely to work, uninvest- 
ed balances are of some significance in 
producing earnings. (Cf. Federal Re- 
serve Bank of New York study reported 
in July 1956 T.&E., p. 620.) The cited 
study shows that fees are inadequate 
and result in a wide range of profit-and- 
‘loss. 


3. What is the minimum size pension 


fund that would be profitable? 


Mr. Gibbons: This question cannot be 
answered simply and is recommended 
as a topic for discussion next year. 


4. Is it desirable to have one or two 
collective investment funds? 


Mr. Bronston: If a balanced fund is 
used, pension and profit sharing trusts 
should be separated. If dual funds are 
established, the investment policy is 
determined by the individual trust and 
both pension and profit sharing trusts 
may invest therein. If there is but one 
fund, it is necessary to “sell” the in- 
vestment philosophy of the bank, as well 
‘as the idea of pooling, whereas with 
dual funds only the latter must be sold. 
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5. Should there be a difference in the 


common stock ratios for pension 
and profit sharing trusts? 


Mr. Coburn: Our thinking is that in 
pension trusts we are working more for 
the employer while in profit sharing 
trusts we are working more for the em- 
ployee. It is important to determine the 
purpose of the plan, for example, 
whether it is designed principally for 
retirement objectives. The flow of funds 
is also relevant; dollar averaging is 
more feasible under a pension trust. We 
lean more toward stocks in pension 
trusts than in profit sharing trusts, al- 
though it is recognized that other insti- 
tutions think differently. 


6. To what extent are employee bene- 
fit funds placed in FHA and VA 


mortgages? 


Mr. Lackman: These types of mort- 
gages are not being utilized much. The 
cost of servicing them is high, and 
counsel advises that the trustee cannot 
rely on a servicing agent, there also be- 
ing the question whether the latter’s 
charges may be passed on to the fund. 
Pension funds do, however. provide a 
good source of mortgage money and 
consideration is being given to estab- 
lishment of a large servicing agent for 
pension trustees. 


7. Where a plan provides that the 
directions of a pension committee 
are to be followed by the trustee, 
does the latter risk any liability in 
following them? 


Mr. Beebe: The answer depends upon 
state law, but generally a pension com- 
mittee under these circumstances would 
be exercising fiduciary powers and if it 
violated any duty the trustee would be 
guilty of participation in a breach of 
trust. If the trustee is on notice of a 
breach of responsibility or self-dealing 
between the committee and the company, 
it would be inviting trouble to follow 
directions blindly. If the direction in- 
volves only investment of the fund and 
there is no question of the committee’s 
fiduciary responsibility, there is no rea- 
son to fear surcharge provided the di- 
rection is within the terms of the plan. 


8. Is any legislation being propo ed 
to exempt supplemental unemp' sy. 
ment benefit plans from income 
tax? 


Mr. Harvey: None is necessary un- 
less the income to the employee: js 
deemed taxable. 


9. Why is it necessary to have moxth- 
ly valuations under collective in- 
vestment trusts? 


Mr. Bronston: Since the fiscal year 
of the participating trusts may end all 
through the calendar, monthly valuation 
is essential to permit admissions. Of the 
first 13 participants to enter our fund, 
there were 11 fiscal year-ends, and the 
12th showed up in the next group. 


10. Should a company’s own siock 
be purchased for a profit sharing 
trust? 


Mr. Lackman: If such intention is an- 
nounced to the employees at the incep- 
tion of the plan, purchase of the com- 
pany’s own securities may be desirable. 
However, consideration might be given 
to having separate funds, one to be in- 
vested in such stock and the other under 
a balanced program, leaving it to the 
individual employee to decide what per- 
centage of his allocation should go to 
each. 


11. If @ profit sharing plan does not 
provide a formula for contribu- 
tion of profits, as is now recog: 
nized by the Treasury, may a 
company which makes no contri- 
bution, say, in 1957 carry over 
the unused maximum of 15% to 


1958? 
Mr. Beebe: Yes. 


Mr. Gibbons: There has been no great 
rush to convert plans from a formula 
basis to a no-formula basis. 


A A A 


Merchants National of Indianapolis 
Sets Up New Style Pooled 
Pension Fund 


What is believed to be the first pooled 
pension fund of its type was recently 
established by Merchants National Bank 
and Trust Co. of Indianapolis. The bank 
as trustee will own a participating de- 
posit administration contract issued by 
Prudential Life Insurance Co. which. 
with its guaranteed interest rate. will 
constitute both the bond segment o! the 
portfolio and the source of funds to pur- 
chase guaranteed benefits on retirement. 
The remaining funds will be invest: by 
the bank in equities. 
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ADMINISTRATION OF BRITISH ASSETS 


merican ae 


in 


CYRIL R. GREENE 


Manager, Guaranty Executor & Trustee Company, Limited, London, England 


N THE GREAT MAJORITY OF CASES, 

British assets in American estates 
consist of checking accounts maintained 
with banks in Britain and also shares in 
companies incorporated under British 
laws, the certificates being held either 
in America or in bank custody in 
Britain. But what I have to say applies, 
broadly, to British located assets of all 
kinds including household or personal 
effects stored in Britain. The fact that 
under the existing double death duty 
convention between Britain and Amer- 
ica, a British asset may be given an arti- 
ficial American situs and therefore ex- 
empted from English estate duty does 
not affect basic British procedure. 


Effective title to English stock hold- 
ings or cash balances held by an Amer- 
ican decedent jointly with one or more 
other parties as joint beneficial owners, 
can, as a rule, be given to the surviving 
party or parties merely upon production 
of an official copy of the death certifi- 
cate of the deceased party. In such cases, 
no need normally arises for the produc- 
tion of estate papers of any kind; and 
bank custodians in Britain, or British 
transfer agents in the case of stock hold- 
ings, do not concern themselves with the 
underlying beneficial ownership of such 
jointly held assets. Nor are they con- 
cerned with the liability, if any, to Eng- 
lish estate duty which may have arisen 
as the result of the death of the joint 
party, the responsibility therefor being 
placed on the survivor or the admini- 
strator, as the case may be. 


A different situation presents itself in 
the case of British assets belonging to 
an American estate where these assets 
are held in the sole name of the Amer- 
ican decedent. In such cases, it is the 
tule rather than the exception for pro- 
duction of ancillary letters of admini- 
stration issued by a British Probate 
Cour! to be insisted upon by bank or 
othe: custodians in Britain and British 
trans er agents before releasing the 
asset. Production of British ancillary 
letter. of administration is sometimes 
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waived by concession where the value of 
all British assets left by the American 
decedent is very small. The limit applied 
is usually about 100 pounds. In this re- 
spect many jurisdictions in America are 
more liberal in not requiring admini- 
stration of British estates holding Amer- 
ican assets. 


Obtaining Grant of Ancillary 
Letters 


English ancillary letters of administra- 
tion can be obtained by individual 
American executors or administrators 
in their own names or in the name of 
a British agent acting under power of 
attorney. Corporate American executors 
or administrators are prohibited from 
obtaining such ancillary letters in their 
corporate name and can do so only 
under power of attorney in the name of 
a British agent. The British agent very 
often is a British trust corporation. 
British organized banks and insurance 
companies are usually qualified British 
trust corporations, but if not, a separ- 
ately organized British affiliate can be 
formed. Certain of the American banks 
operating in Britain have followed this 
course. 


The general advantages of employing 
a British trust corporation to act as Brit- 
ish ancillary administrator are well ap- 
preciated by this audience. One particu- 
lar advantage is that the administration 
bond required by the British Probate 
Court and given by a British trust cor- 
poration is accepted without surety. 


In addition to a special form of power 
of attorney where the English ancillary 
grant is obtained in that way, the Brit- 
ish agent nominated requires copies of 
the American will and letters testamen- 
tary or, in the case of an intestacy, of 
the American letters of administration 
—in either case certified by the Amer- 
ican Probate Court and attested at a 
British Consulate. The British agent also 
requires from American estate repre- 
sentatives, preferably in affidavit form, 
certain data concerning the decedent, his 


legal residence, and including a list of 
the British assets and debts (if any) due 
to British creditors. 


The English ancillary letters are effec- 
tive for obtaining possession of assets 
located in England and Wales but not 
in Scotland. For Scotland, a separate 
set of American estate papers similar to 
those already described, accompanied 
by a second power of attorney in the 
form required by Scots law, must be 
furnished. The same English agent can 
be appointed to act in both England and 
Scotland. Scottish ancillary grants are 
issued without exception in the names 
of the American estate representatives. 
The British agent employed can, how- 
ever, deal with all requirements effec- 
tively under the power of attorney in- 
cluding ultimate collection of the Scot- 
tish assets. In obtaining ancillary letters 
of administration in both England and 
Scotland, it is the practice to obtain the 
assistance of lawyers in England and 
Scotland respectively. 


Period of Administration 


Where the British assets consist of 
bank balances and/or holdings of quot- 
ed stocks, it is normally possible for 
the British administrator to complete 
the administration in about four months, 
In other cases, varying delays may oc- 
cur from a variety of reasons—for ex- 
ample, agreeing with the British revenue 
on the dutiable value of unquoted stock 
of a private British company, or on the 
decedent’s American legal residence. 


British assets, which include valuables 
such as gold coin, jewellery, or works of 
art of national or historic interest, can 
also create delays if they are to be 
shipped to America, because of the slow 
process involved in obtaining necessary 
official export permits and clearing the 
way for smooth passage through Amer- 
ican customs into America. Recovery or 
payment of British income tax, if any, 
covering both the period prior and sub- 
sequent to decedent’s death, can also re- 
sult in delays. 
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In all these examples the British an- 
cillary administrator is in the hands of 
government officials or other third par- 
ties and can do little to minimize de- 
lays beyond the use of persuasion judici- 
ously applied. 


Death Taxes 

Since 1949, the only British duty pay- 
able upon death is the estate duty com- 
parable in character to your federal es- 
tate tax. Under the double death duty 
convention between Britain and Amer- 
ica, a variety of British assets in Amer- 
ican estates are entirely exempt from 
English estate duty. It is not commonly 
known that where the American dece- 
dent had a life interest in a non-British 
voluntary or testamentary trust, which 
at his death contained dutiable British 
assets, liability arises to English estate 
duty on the British assets. The English 
estate duty return filed by a British 
ancillary administrator must include de- 
tails of jointly owned assets of the 
American decedent, and the liability to 
duty is based largely upon the propor- 
tion of the joint assets contributed by 
the decedent. 


Unlike the situation in America, there 
is no fixed time limit for lodging an 
English estate duty return and therefore 
no penalties for filing delays. Interest at 
2 per cent per annum merely continues 
to accrue on the unpaid duty until the 
return is filed. English estate duty is 
not payable where the value of the duti- 
able assets is 3,000 pounds or under, 
representing an increase since 1954 
from 2,000 pounds. This figure is not 
a permissible deduction where the duti- 
able assets exceed that amount. Admin- 
istration expenses are not an allowable 
deduction for English estate duty. 


What seem to me difficult to 
justify is that English estate duty must 
be paid before the ancillary grant or 
indeed any other letters can be obtained. 
This means, of course, that the estate 
assets from which the duty can be raised 
are beyond reach until the ancillary or 
other grant has been issued. The Brit- 
ish ancillary administrator must there- 
fore apply to a bank in Britain for a 
temporary loan. It is normal British 
banking practice for the administrator 
to be requested to sign a form of under- 
taking to the bank which requires re- 
payment of the loan out of the first 
British assets collected when the ancil- 
lary letters are issued. These undertak- 
ings also make the British administra- 
tor personally liable for repayment. If 
real difficulty. is encountered in obtain- 
ing a loan of the required amount, the 


does 
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English estate duty authorities will ac- 
cept a payment on account of the duty 
payable but only in very exceptional 
cases. Clearly the English practice in 
this respect suffers severely in compari- 
son with that in America. 


Exchange Rules 


Under British exchange regulations, 
the proceeds of sale of British stocks 
belonging to an American estate consti- 
tute American blocked sterling funds. 
These funds can, if desired, be utilized 
in paying English estate duty and all 
other charges and expenses of the Brit- 
ish administration. To the extent that 
such funds are not so used, they can 
be sold for remittance in dollars to the 
American estate representatives at the 
prevailing exchange rate for such cur- 
rency in the Switch Market or so-called 
“Security Sterling” market. This rate of 
exchange is constantly fluctuating and 
is normally at a discount below the free 
rate of exchange applicable to remittable 
sterling funds. The discount during the 
summer of 1955 was about | per cent 
against a figure of about 12 per cent 
at the present time. 


Sterling bank accounts in Britain 
maintained by American decedents are 
remittable to America at the free rate of 
around $2.80 to the pound, provided 
they are American sterling accounts— 
those opened by American residents 
with dollars converted into sterling for 
the purpose. Dividends on British invest- 
ments collected by the British ancillary 
administrator are similarly remittable. 
If the American estate contains both 
sterling investments and American ster- 
ling bank balances, the investments can 
be sold and the resulting blocked ster- 
ling proceeds used to pay English estate 
duty and all administration charges. If 
the blocked sterling funds are sufficient, 
the decedent’s American sterling bank 
balances and all sterling dividends can 
be kept intact for remittance to America 
at the free rate. 


Procedure on Administration 


When a British ancillary grant is ap- 
plied for, the British Probate Court 
must be satisfied that the American will 
probated in the States is valid accord- 
ing to the laws of the decedent’s domi- 
cile or legal residence and in certain 
cases that under the same laws the 
American executor is the party entitled 
to administer decedent’s estate. The 
British Court must be similarly satisfied 
as to the powers of an American admin- 
istrator. 


These conditions are automatically 


fulfilled where the American letters te:.a- 
mentary or of administration have b. ; 
obtained in the place where the An 
ican decedent died domiciled. If sot, 
the British ancillary administrator nis 
supply the British Court with an aff: 
vit by a practicing lawyer, convers: 
with the laws of the decedent’s domicile, 
giving the necessary confirmations. ‘| his 
situation is not uncommon, arising, ‘ 
example, where decedent’s will has bee 
probated in a state other than the one 
in which it is claimed the decedent liad 
his legal residence or domicile at ihe 
time of death. 


Having obtained the ancillary grant, 
the British administrator produces this 
to all parties in England holding assets. 
The latter are turned over to the ad- 
ministrator to be handled in accordance 
with the instructions of the American 
estate representatives, subject, of course. 
to compliance with existing British ex- 
change regulations and to obtaining 
clearances for debts and English death 
duty. 


As regards debts, it is advisable. 
though not obligatory if there is no 
British real estate, for the British ad- 
ministrator to advertise in the form 
prescribed by our Trustee Act. The pe- 
riod allowed for the lodging of claims 
must not be less than two months from 
the date of insertion of the advertise- 
ments. As this advertisement can be 
inserted before or after the English an- 
cillary grant has been issued, in prac- 
tice about five weeks’ time may be saved 
by inserting the advertisement immedi- 
ately the papers needed to obtain the 
ancillary grant arrive from America. 


The British Revenue sometimes raises 
questions after a second review of the 
estate duty returns carried out after the 
issue of the ancillary grant of admini- 
stration. The lodging of a formal appli- 
cation for a death duty clearance imme- 
diately the ancillary grant has been is- 
sued is the quickest way of learning 
whether the estate duty return has heen 
accepted in all respects. These clearances 
are fully binding on the tax authorities 
as regards estate duty payable on the 
assets declared in the return. Further- 
more, issue of such a clearance also 
means that the decedent’s American do- 
micile is conceded by the British Heve- 
nue. 

When the two months’ advertising 
period has expired and provided the 
English estate duty release has by ‘hen 
been issued, the British ancillary ad- 
ministrator can safely release the rit- 
ish assets according to the instruc’ ons 
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; Fees 
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hy and Agency Funds under administration 

srit- atta 1ed a net increase of £1,072,887 to MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
ms £20. 89,549. 
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Unique Trust Department 
“Welcome” 


A remarkable trust department letter 
to customers and prospects, entitled 
“Our Trust Department Welcomes You,” 
appeared on the back page of the 1956 
year-end Statement of Springfield (TIl.) 
Marine Bank. The message runs in part 
as follows: 


“To too many people the Trust Depart- 
ment of a bank is a somewhat remote 
and mysterious ‘institution within an in- 
stitution’ which deals primarily (if not 
exclusively) with people of large means 
who are beset with problems of invest- 
ment and property management. Partic- 
ularly is this so if the Trust Department 
is a large one with quarters of its own, 
guarded over by a receptionist whose 
prime duty (so the rumor runs) is to 
keep those of limited means out. 


“ ...It is true that our Trust Depart- 
ment is housed in its own quarters, oc- 
cupying most of the second floor, but 
that is because it is a large department 
and needs the space and can operate 
much more effectively as a unit. True, 
also, it is guarded by a receptionist, but 
she is a capable and friendly young lady 
whose chief inclination is not to keep 
people of limited means out, but to wel- 
come them in. 


“But what can our Trust Department 
offer to people of limited means? Let 
us first define people of limited means 
as those who have begun to accumulate 
an estate of their own—a savings ac- 
count, a few bonds or shares of stock, 
a piece of real estate—and who hope to 
increase it from time to time. Perhaps 
you are one of these. It is wise for you 
to follow a plan, and a talk with one of 
our Trust Officers may help you to 
formulate a long-range and practicable 


program. There may be tax problems in- 
volved ... questions regarding a will... 
You may want advice about stocks and 
bonds ... Finally you may be ready to 
open an Agency Account... 


“If you are not acquainted with any 
of our Trust Department personnel, any 
officer of the bank will be delighted to 
introduce you... .” 


& 2 A 


How To Move 
Five Billion Dollars 


The story of the move of United 
States Trust Co. from 45 Wall St. to 
37 Broad St. last summer (T.&E. June 
1956 p. 512) was written for American 
Business by Henry La Cossitt, picked up 
from there by Reader’s Digest for its 
January 1957 issue, and has since ap- 
peared again in the American Banker. 
U. S. Trust has obtained and circulated 
a reprint of the Reader’s Digest version. 


Included among the trust assets which 
had to be moved, Mr. La Cossitt said, 
were the endowments of 37 universities 
and schools, 25 hospitals, and 163 other 
non-profit organizations as well as large 
private accounts. Important papers in- 
cluded not only stocks and bonds, but 
also wills and deeds, notably the origi- 
nal deed for Gardiner’s Island off Long 
Island signed by Charles II, as well as 
a receipt from Massachusetts Bay Col- 
ony to the Gardiner family for Captain 
Kidd’s treasure, found on the island. 
There was the captain’s table from the 
U.S.S. Constitution and a pearl necklace 
valued at $1,500,000. 
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ANCILLARY SERVICE 
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TEXAS 


82nd Year of Dependable, Personal Service 
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New Bank Management Scheol 


Formation of a new school of bauak- 
ing for management development, to be 
called The Banking School at Williams 
College, was announced last month by 
the Massachusetts Bankers Association, 
The Connecticut Bankers Associat'on, 
the Maine Bankers Association, the 
Rhode Island Bankers Association and 
Williams College, Williamstown, Massa- 
chusetts. The school, under the joint 
sponsorship of the four associations, 
will be held from June 16 to 22, 1957 at 
Williams College, and annually there- 
after. Dean Laurence J. Ackerman of 
the School of Business Administration 
of the University of Connecticut, is di- 
rector, 


The students will attend the school 
for two years, one week each year, un- 
der the proposed program. Subjects will 
include various phases of bank opera- 
tion, administration and public rela- 
tions. Communications concerning the 
school should be addressed to the Regis- 
trar, Room 1024, 80 Federal St., Boston. 


A A A 


Foundation Library Center 


Established 


The newly opened Foundation Li- 
brary Center, with offices at 588 Fifth 
Avenue, New York City, contains in- 
formation on more than 5,000 philan- 


thropic foundations. 


F, Emerson Andrews, director of the 
new Center, says the organization’s pur- 
pose is to collect, organize, and make 
available to the public reports and in- 
formation about foundations. It will not 
act as a clearinghouse for foundation 
projects nor advise applicants as to 
which foundations might be _ likely 
sources of funds. Plans for the future, 
he says, include the assembling of re- 
cent financial data from the Internal 
Revenue Service, and preparation of a 
foundation directory. 


A bh Be 
A.B.A. OFFERS NEW BANK ADS 


A new series of informative 
paper advertisements, featuring large, 
striking photographs illustrating bank- 
ing’s essential role in American life, is 
being offered to the member banks of 
the American Bankers Association by the 
A.B.A.’s Advertising Department. The 
series will total 52 ads during 1957, and 
includes an ample number of Trust sub- 
jects. The ads, almost half photograph, 
outline one or more banking functions 
and conclude with a short “selling ™mes- 
sage.” 


news- 
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INVESTMENT Po.icy FoR 1957 


The weekly chart of 50 combined 
stocks in the Sunday New York Times 
clearly shows that the market, measured 
by the averages, has been in a trading 
zone since the summer of 1955. If the 
chart went back far enough it would 
further show that this zone is at his- 
torically high levels. 

During this period, the news has been 
good, business and financial confidence 
has been high and until early 1956 
money has been easy. 


The question now is whether this pat- 
ten has changed. Prior to July 1955, 
we had an advancing market where more 
stocks went up than down. Now, the 18 
months’ movement looks as 
though it will be succeeded by a de- 
clining period where more stocks may 
go down than up. 


sidewise 


Stock markets have to be judged on 
a combination of factors. In my opin- 
ion, one of the most important is the 
technical one. This means attempting to 
determine who owns the stocks, how 
they own them and why. It is my feel- 
ing that during the trading zone since 
July 1955 the technical position has 
been greatly weakened. This is shown 
by the large number of new stockhold- 
ers attracted to the stock market. It is 
revealed by the great preponderance of 
odd Jot buying. It is also evident because 
of the great increase in customer debits 
in brokerage offices. I would judge that 
they now stand at the highest level in 
twen'y years. Brokers’ loans are higher 
too hut because of a variety of chang- 
ing iofluences they are in no respect as 
ilum'nating an index as 


debit . 


9 
customers 


Another factor is the monetary back- 
grou.d. As we all know, this is less 
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favorable. The business background has 
likewise deteriorated. 


The long-run inflation factor has not 
changed but is more of a hindrance than 
a help from a short-run point of view. 
Costs are up as a result of inflation more 
than selling prices can be currently ad- 
justed. 


The current rally in the stock market 
has not gone beyond normal technical 
limits and there is nothing currently in 
the price movement that suggests that 
the decline is over. 


My conclusion is that it will take time 
to correct both the business and market 
situation. The foreign situation is rela- 
tively unpredictable. 


Market policy, therefore, continues to 
suggest maintaining a high percentage 
of cash. This cash will not be idle but 
just as truly “working” as if it were 
earning dividends and building up tax 
bills. If stocks go down and by holding 
cash can be purchased later more favor- 
ably, the profit is just as real as if they 
advanced when held. Deflation in stocks 
and increased buying power in cash is 
not taxed. 


When it comes to the average fully 
invested diversified trust fund, this pol- 
icy is more often theoretical than ap- 
plicable. It has always been my conten- 
tion that the great flaws in trustee and 
institutional investment have been. first, 
an unwillingness to substantially vary 
the percentages of equity investments as 
against defensive investments as condi- 
tions change. To a great degree this is 
due to an unwillingness to take the risk 
involved. To a lesser degree it is ham- 
pered by the nature of our tax laws. The 
second flaw, as I see it, has to do with 
going outside of the accepted so-called 
blue chips and standard popular growth 
situations. Here again, the principal 
reason is the risk involved. To a lesser 
degree, it is hampered by the narrower 
markets for the latter. 


Nevertheless, my current feeling is 
that equity investments now held should 
be issues held for tax reasons or issues 
which one feels are genuinely oversold 
or bona-fide special situations as much 
divorced from general market influ- 
ences as possible. 


A brokerage client, unlike the type of 
accounts professional readers of TRUSTS 
AND EsTaTES have to deal with, might 
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say: “Why hold any stocks if stocks are 
going down?” The answer of course is 
we don’t know they are going down—we 
only think so. Hence, these specially se- 
lected equity investments will also hedge 
against mistakes in judgment. 

Blue chips and growth situations have 
suffered more percentagewise during the 
reactionary markets of the past year 
than the decline in the market as a 
whole. The opinion given here is ex- 
pressed with the full knowledge of what 
has happened. As I see it, the situation 
in these shares technically, price-wise 
and from an economic standpoint all 
justifies a more than average setback. 

Technically and price-wise, the time 
and price level is bound to come where 
excesses are fully corrected. From an 
economic standpoint, however, there 
may be more currently popular giant 
leaders that have reached maturity than 
most of us imagine. It is too easy to 
forget that trees do not grow to the 
sky. The growth stocks of one decade 
are rarely those of the next. For ex- 
ample, I can recall that prior to 1929 





“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 


... § 26,783,111 
. . » $287,281,371 


Capital Funds . 
Total Assets 








Woolworth was one of the great growth 
companies. Earnings in 1937 were equiv- 
alent to $3.40 a share—in 1947, $4.32 
a share—a popular estimate for 1957 is 
just under $4 a share. The current mar- 
ket price around $43 was closely ap- 
proximated during both 1937 and 1947. 
It is entirely possible that Woolworth 
can become a growth stock again. The 
important point is to make sure that the 
popular growth stocks of today have 
as much ahead of them as historically 


behind them. 


GERALD M. LoeB 
E. F. HUTTON & CO. 


Evectric Utimiry Stocks 


During this general market uncer- 
tainty, prices of listed utility stocks, as 
measured by the D-J average and other 
indices, have been moving upwards, 
while industrial shares have declined 
sharply. This suggests strong investment 
interest in sound income producing is- 
sues by both institutions and individuals. 
Based on yields, income return, and 
price-earnings ratios these issues appear 
reasonably priced at present. 


As a result of rising revenues plus 
controlled operating expenses, increased 
profits have been reported by most com- 
panies in the industry during 1956. Last 














For short term investment 


Higher Net 
Returns from 
TAX-FREE BONDS 


Tnvestment officers of banks and other corporations 
can find short term bargains and high yields in today’s 
1-10 year tax-exempt bond offerings—the so-called bank 
maturities. In many cases, these short term tax-free 
bonds are priced to yield more net income than taxable 
securities, including governments, and even loans. The 
bank with income taxable at 52% would have to get a 
5.21% taxable return from government securities—im- 
possible in today’s market—to come close to a 2.50% 
yield from a tax-exempt bond. And 6.25% on loans is 
necessary to equal a 3% tax-exempt yield. 


Send without obligation for our easy reference tax chart 
showing comparative values of taxable and tax-exempt 
yields in both the 30% and 52% corporate tax brackets, 
and for our latest list of tax-exempt offerings showing 
representative issues in this field. 


HALSEY, STUART & CO. Inc. 


123 SOUTH LA SALLE STREET, CHICAGO 90 + 35 WALL STREET, NEW YORK § 
AND OTHER PRINCIPAL CITIES 











year 70 out of 130 of the larger uti! ty 
companies whose stocks are publicly 
owned, reported increased dividend p.y- 
ments on an annual basis. It appeors 
reasonable to anticipate nearly as many 
dividend increases during this year. 


Why should there be this confideiice 
in electric utility stocks at present? Last 
year revenues of privately-owned power 
companies rose to $7.5 billion and 
should climb this year to over $8 billion. 
The total for the industry as a whole 
amounted to over $8.7 billion an in. 
crease of 8.7% over the preceding year. 
Net income increased to $1.36 billion. 
and should show a further gain of 
around 714% for 1957. 

In the past ten years the utility com- 
panies spent approximately $23 billion 
on new facilities to meet the demand for 
more electric power. These modern and 
highly efficient units have made it pos- 
sible to hold costs under better control. 
Privately-owned power company con- 
struction expenditures mounted to an 
all-time high of $2.91 billion in 1956 
and will rise to $3.8 billion in 1957. 
Spending would have been higher last 
year except for the Westinghouse strike 
which deferred construction of turbines. 

The foregoing expansion plans mean 
that large amounts of new capital will 
have to be raised during the coming 
year. It is estimated that around $2 bil- 
lion of new will be sought. 
roughly $1.3 billion through debt se- 
curities and $700 million through pre- 
ferred and common stocks. 


money 


So far this year a number of common 
stock offerings and offerings by rights 
have been well received at prices reason- 
ably close to current market levels. More 
financing will be forthcoming so long 
as the remains 
stable. However, dilution of earnings 
through sales of additional common 
stock should be made up in a reason- 
able length of time by most companies 
through increased sales of electricity. 
Companies showing a strong trend of 
growth will make up this dilution more 
rapidly than in areas where population 
has remained relatively stable. 

The bald fact that electric utility 
stocks have been in a basic uptrend 
while industrial issues have experienced 
a substantial decline is recognition that 
they are a stable form of investment for 
funds derived from sale of other stocks 
faced by uncertainties or definite pros- 
pects of declining earnings. 


market reasonably 
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Post-PANEL Stock CHECK 








The four man investment panel at the 
early February convention of the Amer- 
ican Bankers Association Trust Division 
in New York City came up with a some- 
what more optimistic viewpoint toward 
retention or acquisition of equities than 
had been expected, to judge from post- 
panel discussions with conferees. While 
rampant bullishness was not voiced, the 
members expressed unshaken confidence 
in the worth of long term partnership 
in leading corporations for trust ac- 
counts of all types, highlighted by such 
recommendations as that 50% should 
be the minimum holding for most of 
them and perhaps as high as 65% in 
some personal accounts.” 





















Although a 7.23 point decline in the 
)-J industrial average on that day at- 
tempted to discredit the experts’ utter- 
ances, it was not until February 12th 
that the five-times-tested 1956-57 resist- 
ance point succumbed to pressure, with 
anew low close of 454.82. According to 
the presumably outmoded Dow Theory, 
this breakthrough on the downside sig- 
nalled a bear market but, at this writing. 
the average has rallied to close on March 
first at 468.91, at nearly the level ruling 
on the day of the panel discussion. 

















Professional managers of other 
peoples’ money place more stress on se- 
lection of stocks than upon timing, in 
the sense that minor fluctuations are im- 
material compared with real value, if 
both value and the degree of risk are 
soundly appraised at time of purchase. 
However, this does not mean that cost 
will be entirely disregarded if lower 
near-term prices appear reasonably cer- 
lan: hence, the unceasing effort to 
weigh the myriad tangibles and intang- 
ibles which “make the market.” Bear- 
ih sentiment has been on the increase 
in both speculative and investment cir- 
cles in recent months and has been in- 
tensified by the violation of the so-called 
demsnd area, regardless of whether one 
isa adherent (and few professionals 
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*Se. p. 245 for report of Panel Discussion. 
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are) of the Dow Theory. This action of 
the market, nevertheless, makes for 
heightened caution; hence it appeared 
worthwhile to check current opinions of 
some New York City investment experts 
against the guardedly optimistic find- 
ings of the panel members. 


Here are comments from trust invest- 
ment officers: 


(1) Stock portions of accounts have 
been under adjustment since late 
spring 1956 so there is little to do 
now. If substandard items have not 
been moved, we would still do so be- 
cause we do not see 1957 as a year of 
generally advancing prices. Our view 
is not so far from that expressed by 
the panelists in that, while it may not 
yet be time to buy, it appears that the 
blue chips which suffered first and 
worst may have had the major part 
of their correction, so some can, we 
believe, even be bought with nominal 
risk. Though acceptable fixed-income 
media may yield more, this is not as 
much a consideration in all accounts 
as gradual growth of principal and 
income. 


(2) Funds from cutting back ex- 
tended stockholdings or new money 
have been put largely into tax-ex- 
empts which are worthwhile today for 
even 30% bracket incomes. Except 
where a co-trustee favors a sound, 
smaller company for special reasons, 
we stick to the top-dog leaders for 
stability and management. This group 
seems to have had its worst beating 
and we expect to buy on scale as at- 
tractive levels are reached. The over- 
all course of the economy still ap- 
pears subject to inflationary forces, 
so we favor equities for long term as 
a hedge, even though there is no iron- 
clad assurance of protection per se. 


(3) Bond purchases have _ been 
stepped up as yields advanced during 
1956 and most of our trusts are in 
good balance but we are still very 
much stock-minded for the future and 
believe some attractive buying levels 
are likely later this year. It does not 
appear that we are in a real bear 
market but the economy can stand 
some pause to iron out any minor 
kinks arising from the fast pace of 
recent years. The domestic oils seem 
to have major attraction for growth 
seekers. 


(4) With backlogs declining and the 
FRB index topping off, it seems that 
support for previous price declines is 
becoming visible. Our accounts have 
been well balanced for some time and 
we look for generally lower buying 
levels some months hence. Whether 
this is a bear market or not, we think 
the D-J industrials could get as low 
as 375 by late summer or early fall, 
naturally a guess as to depth and 
timing, but indicative of our think- 
ing. Just as investor confidence bal- 
loons P/E ratios on the upside, de- 
clining confidence and falling earnings 
can be exaggerated in prices, so there 
are few stocks we would buy here, 
although liquidation is not in order. 


The manager of several large invest- 
ment companies expressed belief that the 
1956 stock highs marked the top of the 
market and that the present objective, 
to be reached probably within fifteen 
months, was around the 350 point. Some 
groups may outperform the market, pos- 
sibly the drugs, natural gas stocks and 
a few specialties, but the trend should 
be gradually downward. Risk cannot, 
however, be eliminated by shelter in 
bonds because interest rates are, in his 
opinion, in a long term upswing which 
could make the 1956 bond market de- 
cline seem tame by comparison, al- 
though the current bond price recovery 
may hold for most or all of 1957. 


From an investment advisory firm 
came the suggestion for light commit- 
ments in stocks because substantially 
lower levels are anticipated over the 
next year and a fraction. This source 
likewise expresses concern over the too 
prevalent cliché of equities as an auto- 
matic protection against the perils of 
inflation. Lower earnings and corre- 
spondingly deflated prices. even for 
good stocks, are indicated. 


ADEQUATE 1957 CAPITAL SUPPLY SEEN 


Even if sources of new long term cap- 
ital during 1957 should fall short of 
overall requirements by some $1.1 bil- 
lion, or about 4.7%, this deficiency 
should be made good by recourse to 
temporary accommodation through com- 
mercial banking channels. The gap is 
smaller than indicated shortages of re- 
cent years, according to the latest study 
prepared by Girard L. Spencer of the 
firm of Salomon Brothers & Hutzler, 
which compiles these estimates annually 
as a service to users and students of 
the money markets. 


It boils down to these probabilities: 
borrowers will have less difficulty in 
finding adequate financing than in either 
1955 or 1956; periods of capital supply 
in excess of demand will alternate with 
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periods of strain; for the year as a 
whole, long term interest rates will show 
only minor variations. These findings 
are subject to upset by changes in the 
domestic economy or the international 
situation; in addition, large redemptions 
of Savings Bonds would increase avail- 
able funds for non-Government invest- 
ment and revival of deferred 1956 fi- 
nancing would swell capital demands. 
Inclusion of long bonds in the Treasury 
program would have an effect upon long 
term bonds in all sectors. The prospect, 
however, is for decrease in the publicly- 
held Government debt. 


Comparing these estimates with Mr. 
Spencer’s 1956 figures, it is interesting 
that a total of some $2.2 billion less 
will be forthcoming this year from life 
insurance ($500 million), savings and 
loan associations ($400 million), fire 
and casualty insurance companies ($600 
million) and individuals, personal trusts 
and charitable and educational endow- 
ments ($700 million). The inference is 
that the savings sectors will have a re- 
duced flow of money for placement, be- 
speaking some slacking off in personal 
incomes, while the fire and casualty 
firms lick their wounds after a year of 
generally unhappy underwriting experi- 
ence. On the plus side, mutual savings 


banks are tabbed for only $100 million, 
while private pension funds should be 
up $200 million and public employee 
pension funds $300 million, for a total 
of $600 million. 

Of the final item on the demand side 
of $7.9 billion for net corporate, foreign 
and international bank financing, corpo- 
rate and foreign needs will account for 
roughly $7.2 billion, approximating the 
1956 underwriting volume. Despite rec- 
ord capital outlays for new or increased 
plant capacity in recent years, demand 
for additional facilities persists. As vol- 
ume has swelled, both in unit and dollar 
figures, working capital needs have ex- 
panded also. The rise in cost of bond 
financing in 1956 raised yields to a 
point where they are still above returns 
from good-quality common stocks, in 
many cases, with the result that man- 
agements of certain leading corporations 
have either expanded their capital bases 
through sale of stock or convertible is- 
sues in recent months or contemplate 
doing so before possibly ebbing share 
prices make such action impracticable. 
Although well below their best levels, 
based upon the averages, stock prices are 
still on a relatively high plateau. 

Probably the offering of $575 million 
of common stock by American Tele- 








1956 
$123,725,731 
111,001,862 


NET SALES and other receipts . 
Total Costs and expenses . 


YALE & TOWNE 
SS Anal Keoort 


HIGHLIGHTS OF REPORT TO STOCKHOLDERS 


1955 
$105,978,076 
96,028,239 





Net income before taxes on income 12,723,869 


Provision for taxes on income. 6,700,000 


9,949,837 
5,270,000 





NET INCOME FOR YEAR . . . $6,023,869 


$4,679,837 





NET INCOME PER SHARE. . . . . $ 3.01 
(Based on average number of shares outstanding) 


1,998,226 

$ 2,884,460 
3,139,409 
42,968,826 


99,722,258 
71,244,969 
19,452,380 
18,168,707 
30,565,571 


$ 61,261,171 


Average number of shares outstanding 


CASH DIVIDENDS declared 
Income reinvested in the business . 
Payroll and other employee-benefits 


TOTAL ASSETS 

Current assets 

Current liabilities 

Long-term debt ane 
Earnings reinvested in business, Dec. 31 


STOCKHOLDERS’ EQUITY . 


$ 2.82 


1,660,750 


$ 1,835,922 
2,843,915 
36,936,294 


89,587,643 
62,920,623 
18,134,354 
19,178,291 
28,206,162 


$ 52,274,998 





MANUFACTURER OF: 


Industrial Fork Lift Trucks, 
Hoists, and 
Front-end Loaders 
Locks, Door Closers, 
Pumps, and other 
Hardware Products 





the world. 





tHe YALE & TOWNE smanuracturinc company 
Executive Offices: Chrysler Building, New York 17, U.S.A. 


16 manufacturing plants and a Research Center in the United 
States, Canada, England and Germany. Licensed manufactu- 
rers in Australia, Belgium, France, Italy, Japan and Spain. 


Sales representatives and Service Centers in principal cities of 


Powdered Metal Products 
and components 


CASH DIVIDENDS 
paid by Yale & Towne 
every year since 1899 


Next quarterly dividend, 
37 Ya¢ a share, is payable 
April 1 on stock of record 
on March 14, 1957 











phone last fall pointed the way to ot! ; 
companies seeking to broaden thei 
capital structures. In any event, Soco: 
Mobil Oil Co. and Anaconda have }:is 
now bolstered their treasuries by sor 
$200 million and $86 million, resp. 
tively, and International Business \ia- 
chines proposes to raise some $200 ri 
lion a couple of months hence, the firs 
public financing for this entity sin 
1925. It will be interesting to note i 
coming months what effects, if any, i 
sopping up of these substantial funds by 
new stock and convertible issues, such 
as the $55 million Con Edison 41s of 
1972 with optional conversion within 
three months practically at current mar- 
ket, will have on the stock markets. The 
degree of investor confidence will turn 
on earnings reports as evidence of good, 
bad or indifferent corporate well being 
but, meanwhile, it appears that many 
companies which need to fatten their 
finances will be pressing plans to do so 
while conditions remain 
thereto. 


conducive 


SUPPLY OF LONG-TERM FUNDS 
(In Billions) 


Life Insurance Companies __. 

Mutual Savings Banks 

Savings and Loan Associations 

Private Pension Funds 

State and Municipal Pension 
Funds 

Fire and Casualty Insurance 

Individuals, personal trusts, 
charitable and educational 
endowments 

Total Supply 


bro o1bo ot 
No 


we) 


DEMAND FOR LONG-TERM FUNDS 


Net Mortgage Financing 
Net State, Municipal, and 
Public Revenue Authority 
UDINE ; 
Net Corporate, Foreign, and 
International Bank 
es 
Total Demand —_________. 
Indicated Deficiency _. 


Anp Hicu Time Too 


Treasury officials have been aware 
for some time that the Savings Bond 
Program for Series E and H issues suf- 
fered from the more favorable terms 
available elsewhere. The turn became 
evident in June 1956 when, on a cash 
basis, sales failed to equal cash redemp: 
tions. This trend continued, with the 
exception of July, for the balance of 
the year with a net loss of cash to the 
Treasury of approximately $108 million 
after paying matured bonds and redemp- 
tions of tired holders. The proposed rate 
of 314% may, however, swing the bal- 
ance the other way. 
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INVESTMENT COMPANY NOTES 


By HENRY ANSBACHER LONG 


Funds Publish Informational 
Booklet for Bankers and 
Trust Officers 


The most complete and elaborate in- 
formational booklet on mutual funds di- 
recied to bank officers ever printed has 
just been released by the National As- 
sociation of Investment Companies. 
Titled “Investment Company Shares — 
An Aid to Bankers and Trust Officers,” 
its stated purpose is to explore the mu- 
tual benefits of cooperative relationship 
hetween the investment funds and banks 
and trust companies. The publication 
was prepared in consultation with four 
prominent members of the banking fra- 
ternity. 

The usefulness to the banks is dealt 
with in three categories. First, in the 
management of trust assets, the funds 
can aid in solving the portfolio super- 
vision problems of small trust accounts 
and smaller trust departments. Tax and 
estate settlement matters can also be 
simplified. Next the booklet points out 
how bank officers can answer queries 
of investors of moderate means by judi- 
tious advice on investment company 
selection. Continuous follow up is pro- 
vided by the mutual fund management 
which normally is not feasible on the 
part of the bank executive. 


The third part of the publication deals 
with the excellent collateral provided by 
mutual funds because of their unusual 
marketability and liquidity. It is point- 
ed out that the funds will promptly 
redeem shares presented to them, there 
is usually cash on hand and additional 
liquid reserves are provided by contin- 
uous offering of shares. 


Discussions of the prudent man rule 
and its adoption in various jurisdictions 
are detailed, along with tables indicating 
the advantages of diversification. High- 
er costs in bookkeeping plus other me- 
chanical details of handling a broad 
list of securities are met by the invest- 
ment company which it is shown is a 
legal investment for fiduciaries in many 
jurisdictions and, in any event, through 
designation in the trust instrument. 


The booklet points out that there is a 
wide variety of investment companies— 
100 to 200 from which to choose. No 
two mutual funds or closed-end com- 
pan‘es are alike, the authors of the 
booclet claim. They “differ as to ob- 
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jective, methods, management and de- 
grees of risk, and the banker should be 
able to select one that follows the gen- 
eral policy he deems suitable for his 
particular client.” 


It is this writer’s hope that the in- 
vestment companies will help in guid- 
ing the bank executive and trust officer 
in such selection by soon deciding on 
adequate classifications of funds both 
as respects investment objectives and 
policy. Otherwise the problems involved 
in choosing from such a large number 
of funds put the bank executive right 
back in the dilemma which he encount- 
ered in deciding on a selection of indi- 
vidual common stocks. 


New Hampshire Savings Banks 
Hold $114 Million in Mutual Funds 


A total of $1,258,934 in mutual fund 
shares was held by savings banks in 
New Hampshire as of last June 30. 
These investments were made pursuant 
to a 1949 law which qualifies certain in- 
vestment company shares for savings 
bank investment. 


The standards set up originally for 
such companies were: Minimum exist- 
ence of ten years, at least $10 million in 
assets at date of purchase by the bank, 
no debt or stock outstanding with prior 
claim to assets or distributions, payment 
of dividends from investment income for 
each of the ten years preceding purchase, 
an acquisition charge of not more than 
714% on selling price, and capital gains 
distributions for the two years preced- 
ing purchase restricted to payment on 
the last month of the Federal taxable 
year. The latter provision was subse- 
quently amended to include the last 
quarter of the Federal taxable year or 
such further period after the close of 
such taxable year as is permitted under 
Section 362 of the Internal Revenue 
Code, for use by the company or fund 
by way of reduction of its tax. Invest- 
ment by a savings bank is limited to 
five per cent of the assets of the mutual 
fund, with total holdings in mutuals and 
other common and preferred shares re- 
stricted to 15% of deposits. The latter 
provision initially was 5% as applicable 
specifically to the open-end investment 
companies. 


On June 30, 1956 the Bank Commis- 


sioner reported that $69,323,126 was 
available in the state’s savings banks for 











-Doston Fund 





MASSACHUSETTS INVESTORS 
GROWTH STOcK FUND 





Massachusetts lnvestors Trust 





Century Shares Trust 





CANADA GENERAL FUND 


(1954) LIMITED 





The 
Bond Fund 


OF BOSTON 





NEW YORK 
61 Broadway 





A prospectus relating to the shares of any of these separate 
investment funds may be obtained from authorized dealers or 
VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 
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investment in mutuals and common and 
preferred stocks. Investments in mutual 
funds as of that date are shown in the 
accompanying table. In addition to the 
13 funds listed, 11 others have been ap- 
proved by the Commissioner: Broad 
Street Investing Corp., Eaton and How- 
ard Stock Fund, Investors Mutual, Inc., 
Investors Selective Fund, Inc., Investors 
Stock Fund, Inc., Loomis-Sayles Mutual 
Fund, Inc., National Investors Corp., 
Scudder Stevens and Clark Common 
Stock Fund, Inc., Scudder, Stevens and 
Clark Fund, Inc. Selected American 
Shares and the Puritan Fund. The latter 
company and Scudder Common have 
only recently become eligible. Putnam 
recently approved a slight increase in 
its acquisition cost. 


Delaware Income Fund Offered 


Public offering of another new mu- 
tual, Delaware Income Fund, Inc., has 
recently been announced. President of 
this fledgling fund is W. Linton Nelson 
and chairman of the board is D. Mor- 
reau Barringer, the investment counsel 
team identified with the established 
Delaware Fund. Other officers and di- 
rectors will be identical with those of 
the older company. During the first 45 
days of public offering, dealers are re- 





New Hampshire Savings Bank Holdings 
of Mutual Fund Shares 


June 30, 1956 
(Date in parenthesis indicates year in 
which fund became eligible for 
savings banks.) 
Fund Amount 


Chemical Fund, Inc. (1949) $ 353,623 
Eaton and Howard 


Balanced Fund _.._..(1949) 234,393 
George Putnuam 

i (1949) 138,012 
Boston Fund _. (1949) 128,313 
Fidelity Fund —..__- (1949) 95,575 
Massachusetts In- 
vestors Trust —. (1949) 81,479 
Massachusetts In- 
vestors Growth 

Stock Fund —_.. (1949) 71,839 
Incorporated In- 

er eae (1949) 62,438 
American Business 

UPRMRI ht in| (1949) 31,690 
New England Fund_(1954) 24,800 
Keystone Custodian 

Funds Series Bl __.(1949) 15,636 
Century Shares Trust(1949) 14,963 
Nation-Wide Securi- 

ties Remerrereire (2) 6,173 

$1,258,934 





ceiving a special concession, 714% of 
the 814% selling commission based on 
the offering price for amounts up to 








Scudder 
Stevens 


&¢ Clark 








ESTABLISHED 


| FundjInc. *” 


Prospectus on request: 


10 Post Office Square 
Boston 9, Massachusetts 


300 Park Avenue 
New York 22, New York 


117 South 17th Street 
Philadelphia 3, Pa. 


8 So. Michigan Avenue 
Chicago 3, Illinois 








EATON 


& HOWARD 





STOCK FUND 


A mutual investment fund seeking possible growth of principal 
and income primarily through diversified investments 
in selected common stocks. 


g 


@ 


v 


Managed by 


EATON & HOWARD 


INCORPORATED 


24 Federal Street 
BOSTON 


BOSTON 


ESTABLISHED 1924 


Russ Building 
SAN FRANCISCO 


Prospectus from your Investment Dealer or the above. 





$25,000. Thereafter this dealer conce:- 
sion is fixed at 6%. The fund is com- 
mencing operations with assets of $12°,- 


000. 


The stated objective of the new mu- 
tual is “to earn the highest possible cur- 
rent income without undue risk to prin- 
cipal.” Its investment policy will be ‘o 
invest particularly in common. stocks 
“which usually have better income and 
appreciation potentials than  fixed-in- 
come securities.” However, the prospec- 
tus points out that it may invest in any 
type of security deemed prudent under 
existing conditions. 


Organization of this new mutual em- 
phasizing current income as its objec- 
tive, by an established investment com- 
pany group, reflects a trend of the last 
several years. It recognizes the very 
sizeable percentage of investors inter- 
ested in immediate return rather than 
the appreciation potential which in the 
past was generally regarded as the in- 
vestment company shareholder’s goal. 
In fact, the most recent shareholder sur- 


vey made by the investment company - 


trade group indicates that the primary 
investment objective of 43% of all reg- 
ular accounts is current increased in- 
come for daily living and better income 
on savings. 


Recognition of this desire of mutual 
investors led to the organization in 1954 
of an income fund by one of the longest 
established mutuals, Incorporated In- 
vestors. Its assets are now over $50) 
million. Also in that year, Fidelity Fund 
commenced aggressive sponsorship of 
Puritan Fund with accent on current in- 
come. Present assets approximate $30 
million, a sizeable increase from the 
modest million dollar beginning. Value 
Line Income Fund which was organized 
in 1952 with just over $100,000 in as- 
sets had by the end of 1956 passed $72 


million. 


Hudson Fund Changes 


Name and Underwriter 


Change of name of the Hudson Fund 
to Fiduciary Mutual Investing Co. was 
approved at the annual shareholders 
meeting late in February. At the same 
time approval was given to a new agree- 
ment with Hemphill, Noyes and Co. who 
become underwriters and associate in- 
vestment advisors. The Fiduciary Trust 
Co. of New York was continued as prin- 
cipal investment advisor as it has been 
since the mutual’s organization in 1919. 
However, Television Shares Manaze- 
ment of Chicago has withdrawn as prin- 
cipal underwriter. 
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HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 


| 





light of the individual companies’ 


Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
investment policies and objectives 
4 the characteristics and qualities of the investments of these companies. 








No responsibility is assumed in so far as compliance with the Statement 
of Policy is concerned for the employment in whole or in part of the 
index by issuers, underwriters or dealers. Principal indices for February 
29, 1956 appear in the March 1957 issue and current income returns 
based on February 28, 1957 offering prices are available on request. 
These will soon be added to a revised short form index. 
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a — be made to the introduc- I - a 16t L om _ 9% 19 y, 20 
tory article in July 1949 issue, outlini ur- 12/30/39 to a a mo. Viv. ‘7o : 5-Yr. Avg. 
van of publication and considerations in 12/81/35 + 28/57 2/28/57 Net — - Net acon 
selecting stock and cost-of-living averages, — agg 
periods and in interpretation pry Bong ’ Principal L oe Principal a — ey Income % 
BALANCED FUNDS 
American Business Shares = 65.9 177.1 169.9 3.46 2.15 105.0 3.46 
Axe-Houghton Fund “A” ~ 71.4 275.8 $264.1 2.64 6.32 4179.1 2.70 
Axe-Houghton Fund “B” _ 88.1 316.4 300.2 2.88 4.21 221.7 3.32 
Boston Fund 103.1 60.2 250.1 231.0 2.65 4.48 176.1 3.01 
Commonwealth Investment 106.3 73.5 306.9 286.5 2.96 2.96 228.7 3.35 
Dreyfus Fund**** (c) —_ a 309.7 288.4 1.89 4.42 233.9 2.75 e 
Eaton & Howard Balanced 114.5 73.6 274.7 256.7 2.80 1.78 220.7 3.22 
Fully Administered Fund (Group Securities) — ~ 69.4 192.0 +179.0 3.90 4.50 4126.2 3.35 
General Investors Trust 110.0 65.2 189.7 182.4 3.50 6.39 131.9 3.75 
Investors Mutual — 73.5 217.2 203.9 3.61 1.52 167.3 3.74 @ 
Johnston Mutual Fund = a 280.7 261.2 3.03 2.33 226.7 3.37 @ 
Nation-Wide Securities** ___ 102.6 59.6 185.7 172.1 3.43 3.57 132.5 3.71 
George Putnam Fund — 69.2 219.4 +203.9 3.10 3.61 7159.5 3.34 
Scudder Stevens & Clark 97.4 80.9 216.5 +201.8 2.95 4.24 7159.8 3.11 
Wellington Fund 105.2 75.0 230.3 215.6 3.05 3.08 161.0 3.30 
Whitehall Fund —_ — 278.3 262.8 3.49 5.15 206.4 3.62 e@ 
Wisconsin Fund, Inc.***(c) ak 65.1 314.2 294.4 3.44 4,47 191.9 3.51 
AVERAGE: BALANCED FUNDS ____ 105.6 70.8 245.0 230.0 3.08 ~ 3.79 166.9 3.32 
STOCK FUNDS 
Affiliated Fund*** om 50.2 255.8 245.6 3.55 4.01 145.4 3.85 
Broad Street Investing Corp. 109.9 60.1 330.6 308.1 3.54 4.25 241.0 4.07 
Bullock Fund 109.8 61.0 324.3 303.7 2.82 4,22 235.7 3.47 
Delaware Fund — 76.1 224.2 215.4 3.06 5.11 116.3 3.34 
Diversified Investment Fund, Inc.*** (c) <a — 226.8 209.9 3.92 3.92 171.2 4.42 @ 
Dividend Shares 109.0 62.1 264.9 244.3 2.98 3.31 190.4 3.49 
Eaton & Howard Stock 107.1 62.7 396.0 367.5 2.40 1.58 309.6 2.93 
Fidelity Fund a — 381.1 350.7 3.36 3.61 290.6 4.01 e 
Fundamental Investors 105.2 64.8 432. 391.6 2.82 3.42 317.8 3.55 
Incorporated Investors 103.6 63.9 439.0 $387.5 2.43 4.19 4298.3 3.05 
Institutional Foundation Fund — — 256.3 +240.3 3.72 3.72 ¥174.9 3.58 e 
Investment Co. of America — 50.8 331.3 309.3 2.44 6.86 205.0 3.02 
Knickerbocker Fund (c) _ : ou. — 69.0 146.3 140.9 3.68 3.31 80.2 2.75 
Loomis-Sayles Mutual Fund (c) heecitcidiiadniialaaienail 72.4 74.2 245.4 236.9 2.91 5.96 146.9 2.90 
Massachusetts Investors Trust 110.7 50.7 356.8 316.9 3.23 1,12 288.4 3.84 
Mass. Investors Growth Stk. Fund —.-_ === 114.2 57.4 384.8 +349.1 1.82 4.33 +272.1 2.32 
Mutual Investment Fund (c) 129.7 56.1 220.4 +207.0 2.74 3.88 4156.9 2.73 
National Investors —_ 60.7 422.8 387.9 2.31 5.07 286.5 2.79 
National Securities — Income*** (c) ______ — 66.0 147.7 7135.8 4.72 3.10 +110.6 5.13 e 
New England Fund (c) 117.4 61.4 205.5 197.1 3.58 1.04 143.0 3.70 
Selected American Shares 123.8 60.9 274.7 254.4 2.98 8.93 169.6 3.50 
Sovereign Investors — 62.5 211.3 189.8 3.65 1.72 156.7 4.21 
State Street Investment Corp. 92.8 60.7 319.0 313.5 2.60 8.99 189.7 2.66 
Wall Street Investing Corp. (a) —_— — 363.5 340.7 2.83 1.93 320.1 3.34 e 
AVERAGE: STOCK FUNDS 108.1 63.2 $11.8 288.2 2.95 4.12 213.5 3.30 
500 STOCK INDEX (Standard & Poor’s)n —. 106.7 59.8 400.1 346.4 = —_ — a 
CONSUMER PRICE INDEX (B.L.S.)n — n99.7 198.3 — — —_ — — 








Base index number of 100 is the offering price on Dec. 30, 1939. 





COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
dates indicated are added all capital distributions to such date and the re- the annual period ending with the stated date by the average of the twelve 
Sultent sum is divided by the 1939 base offering price. month-end offering prices ending on the corresponding date. 
COL. 19 represents the current month-end bid (col. 16 less all capital distri- ee. “ pathy ns pen on gp Rage Be pe! Mn emmy A nag sae 
butions) divided by the 1939 base offering price. oni period. P 
INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
Pasies out of income earned from dividends and interest on their portfolio on the date they commence business equal to the average of all those stock 
Secrities (excluding all capital distributions). or balanced funds in existence at the time. 
n~-.ew revised series adjusted to 1939 base. t—Adjustment for capital gains tax will be msde in **Became Balanced Fund in 1945. 
(c) —regrouping awaits new detailed classifications. revised index. ***Not included in balanced or stock average. 
es England a flexible fund with current +Ex-dividend current month. ****Name changed from Nesbett Fund. 
alanced policy. @Principal index begins after 1939 base date. 

( B.. not reflect new acquisition cost. 

COPYRIGHT 1957 BY HENRY ANSBACHER LONG. 
Mercu 1957 
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Our Natural Resources — 


(UR Water Resources PROBLEM 


PART 3: SOME ECONOMIC IMPLICATIONS 





The twin dramas, and tragedies, of 
Drought and Floods in large areas of 
this country have focused the national 
attention, abetted by a rising tide of 
stories in the press on water shortages 
and usage. Pictures of deserted farms 
and queues of shoppers paying 40c a 
gallon for good drinking water point 
up the critical conditions that exist in 
certain localities, but there is no room 
for complacency generally. As this arti- 
cle indicates, planning for use of water 
must begin all over America if many 
communities and industries are _ to 
avoid later drastic measures. The au- 
thor, a member of a prominent man- 
agement consultant firm and former- 
ly of Brown Bros. Harriman & Co., 
will follow this study with an article 
on Materials and Equipment connected 
with Water uses in the April issue. 
Editor’s Note. 





ATURE FOUNDED MANY TRUSTS, ONE 
N of these consists of our water re- 
sources. Each succeeding generation is 
both the life tenant and trustee. Shall 
we pass this trust along to following 
generations in better condition than we 
received it, or at least substantially un- 
impaired? Or by reckless use and poor 
planning we shall fail in our duties as 
trustees. 


How shall we as a nation manage or 
“i-yvest” these resources? What rules 
and regulations shall guide us? The 
handling of this vast national trust raises 
both problems and opportunities of im- 
portance to the investor, especially the 
long-term investor. 


Studies of the United States Depart- 
ment of Commerce, Business and De- 
fense Services Administration point to- 
ward an increase in water use of about 
75 per cent over the next twenty years. 
Irrigation, other rural uses, public water 
systems, industrial and miscellaneous 
uses are estimated to require a total 
‘daily average of about 453 billion gal- 
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JOHN W. THORNTON 
McKinsey & Co., New York 


lons versus about 262 billion gallons in 
1955. This is particularly impressive in 
light of already acute water shortages 
in many areas. 


As pointed out in an earlier article 
of this series, there is a difference be- 
tween water use and water consumption. 
In a strict sense water is 
sumed, but returns to the earth in the 
form of rain, even if evaporated. How- 
ever, some water uses, such as irriga- 
tion, are heavy in their “consumptive” 
impact since they dissipate a high pro- 
portion of the water used into the grow- 
ing plant and the atmosphere. A munici- 
pal water system or industrial user, on 
the other hand, usually returns a high 
proportion of the water used in the form 
of sewerage, though even here some ap- 
plications, such as lawn sprinkling, are 
“consumptive” 


never con- 


Salvage by Reuse 


The Commerce Department estimates 
that if present patterns of use and ex- 





eet 


tent of reuse continue, total water con- 
sumption will reach about 170 billion 
gallons daily average by 1975. This 
compares with an estimate of about 120 
billion gallons daily average today. The 
Department further estimates that this 
projected 1970 consumption would be 
about half our total surface water sup- 
plies available from streams after vari- 
ous adjustments. 
By recirculation and reuse total re- 
quirements for industrial water could 
be greatly reduced. However, it is not 
easy to reduce total consumption since 
the Department estimates that about 80 
per cent of total consumption is for 
irrigation. The surface water estimates 
set forth above do not include estimates 
for available ground water from wells. 
About 16 per cent of total water use is 
now estimated to come from ground 
water, a higher proportion for some uses 
and in some places. While knowledge of 
overall water resources is far from pre- 
cise, information on ground water is 


CSF me Sot. oa 
Photo courtesy of National Park Service 


The ruins of Pueblo Bonito (Chaco Canyon National Monument) seen from the c’iffs 

on the north side of the canyon. Although it could easily have sheltered 1,500 people, 

and was occupied for more than 200 years, the whole area was abandoned because of 
drought around 1,300 A.D. 
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partic ularly uncertain. It is much less 
closely related to rain than is surface 
water supply, as its supply in a particu- 
lar area is not always related to preci- 
pitation. It is known that in certain 
areas (such as the High Plains of 
Texas) ground water is being used much 
faster than it is being replaced. A 
) major long-range policy question is 
i whether and how long ground water 
* should be used in certain areas at a 
faster rate than it is being recharged. 


tee 


moma 


As emphasized in the first article our 
total national availability of water is 
not distributed evenly. First of all, an- 
© nual precipitation varies from under 10 
§ inches to over 50 inches, and runoff of 
| water is even more variable between 
) diflerent areas. Thirdly, intensive use 
‘and pollution have produced shortages 
Seven in areas relatively well endowed 
with precipitation and runoff. 


Mead bia sulci 


Not Drought Areas Only 


2 A long-term drought of varying in- 
» tensity in different parts of the country 
has magnified the problem. Most pro- 
\ nounced in the Southwest where it has 
been receiving important publicity re- 
cently, it has actually been developing 
/acumulative impact over seven years of 
subnormal precipitation. In a lesser way 
this long-term drought has extended in- 
to many other areas of the country. 
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» Asa result vast areas of the South- 
» west are stripped of their agricultural 
» production and many farm people are 
) migrating to the cities—some of them 
hope temporarily—many of them prob- 
ably permanently. Some areas in east- 
ern Colorado report that over 80 per 
scent of their residents have left. Many 
_ small towns in the Southwest are forced 
j to bring in domestic water in tank cars. 
Even a major city like Dallas experi- 
enced such deterioration in the quality 
} of its water that trucked-in spring water 
jhas sold well at 40 cents a gallon. 

| But 
hto the 
j count: 
" cerned 


the water problem is not limited 
area of acute drought. Northern 
's of California have been so con- 
about possible use of their water 
Bby drier counties to the south that a 
Proposal to secede from California and 
form » 49th state called Shasta was re- 
idvanced with some vigor. Many 
cities and whole areas are deep- 
erned about the adequacy of fu- 
pplies. Cincinnati and Louisville 
ies found they were depleting 
_ water sources and have turned 
ingly to municipal supplies, not 
ry regular needs but to recharge 
‘ound water sources in periods of 
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good availability. In some low coastal 
areas such as Long Island and Florida 
ground water has been drawn so heav- 
ily that salt water has moved in to ruin 
many wells. New York, New Jersey, 
Delaware and Pennsylvania are still un- 
able to work out agreement for in- 
creased use of Delaware River water. 
In almost every area of the country 
water shortages either exist or are fear- 
ed by forward planners. 


Industrial Water Use 


Over the longer term, in most places, 
America will certainly handle the water 
problem successfully, as it has all major 
challenges. In some areas, however, there 
may be shorter-range maladjustments of 
which investors should be wary. 


The investor in securities that are 
importantly dependent on the economy 
of a particular area should include ade- 
quacy of water in the factors he weighs. 
This will become increasingly important 
as total water demands increase. The 
difficult question is: what is adequacy 
of water for purposes of investment? 
This will vary by type of industry and 
can be answered only by the analyst in 
terms of the specific industrial or com- 
mercial installation, the quantity and 
quality of its water needs, the level of 
local existing and forseeable supplies 
and local competition for water. 

It is said that production of a ton 
of newsprint requires the use of about 
100,000 gallons of water and manufac- 
ture of 1,000 yards of woolen cloth uses 
close to 500,000 gallons. Most light 
manufacturing and assembly work, on 
the other hand, requires relatively mode- 
rate amounts of water. 


Phoenix and Tucson are experiencing 
very sharp growth, based largely on a 
heavy influx of electronic activity. Mo- 
torola has its research center in Phoenix, 
has opened a second plant and is build- 
ing a third, mostly for transistors, a 
light user of water. AiResearch, Good- 
year Aircraft, Hughes Instrument, 
Douglas Aircraft and Sperry-Rand are 
other rapidly growing employers in 
Southern Arizona. This type of high- 
value manufacturing is contributing 
revenue to the area far more than could 
an equal expenditure of scarce water on 
highly consumptive irrigation. The se- 
curity analyst obviously need have less 
concern about the water outlook for the 
electronics industry in Arizona than for 
a paper mill trying to locate in an area 
of very limited water supply. 


Actually, investors in most corporate 
securities are afforded a_ significant 
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measure of protection on adequacy of 
water because most major companies 
are believed keenly aware of the prob- 
lem. Many older plants will undoubtedly 
encounter rising water costs and _ in- 
creased expense in mitigating pollution 
and some may have to restrict opera- 
tions. Major new construction by heavy 
water users in areas of very limited 
supply is believed generally unlikely. 


Municipal Bonds & Migration 


Municipal bonds are, of course, 
chained to a given locality. The investor 
in a Western Oklahoma municipal, for 
instance, has bought the economy and 
the adequacy of water of that area. 


The general decline in the bond mar- 
ket since 1954 has carried almost all 
municipals to low levels. It is impossible 
to say how much, if any, of the decline 
in certain issues resulted from investor 
concern about water supplies. Yet it is 
very likely that an important share of 
the weakness in some municipal bonds 
in the Southwest has been due to this 
cause. Continued drought could produce 
numerous defaults of local issues. 


While much less vulnerable large mu- 
nicipal issues are not impervious to the 
problem. Kansas Turnpike bonds are 
well below issue price. This is probably 
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mostly the result of general money mar- 
ket conditions, but traffic on this toll 
road is said to be well below the pre- 
issue forecasts of the engineers, which 
some well informed sources attribute in 
part to drought conditions. 


These remarks are not intended to 
question the credit of major cities in 
water-hungry areas. People like to live 
in Los Angeles, Tucson, El Paso, Dallas, 
Miami and many similar places of rela- 
tively limited water supply. The fact 
that more people are living longer and 
enjoying better retirement income con- 
tributes to population movement toward 
these areas. The general national atmo- 
sphere of high employment over the 
last fifteen years has also given many 
younger people the confidence that they 
will find work wherever they choose to 
live. 


Actually the dry atmosphere of some 
areas is what attracts many people as 
in the case of rapidly growing Phoenix, 
a land of almost constant sunshine. The 
airport is said to have been closed less 
than five hours since 1926; quite a 
record but not suggestive of bountiful 
water supply for indiscriminate use. 


But people move to these areas in 
increasing numbers. And industry, at- 
tracted by mineral resources, clear skies 
and people, both as labor and custom- 
ers, moves in too if it is not of a type 
requiring large water use. Dallas has 
now grown to about 800,000 population 
and the city—county population is pro- 




















that this growth will be iricreasing') de. 
pendent on an industrial rather thin ay 
agricultural economy. This view is »ased 
on the fact that there are many weys ip 
which existing water can be used to 
greater advantage. It is also based on 
the likelihood that industries needing 
moderate amounts of water, if banded 
together in an urban area, can eco. 
nomically support the drawing of water! 
from much more distant sources than). 
at present. 

i 


é 


Irrigation and Politics 





If necessary very substantial amounts) 








of water near some Southwestern cities} pose | 
can be diverted from relatively low nently | 
efficiency use in irrigation to high effici. § 
ency use and reuse in industry. El Paso § 
has already bought up water rights of for an 
some irrigated acreage for municipal) non-irr 
use. » pay su 
In a document prepared in 1955 forf, “" 
the United Nations, Mr. Sheppard Pow.) ss 
ell, a prominent industrial engineer.{) Thu: 
points out the large amount of water) wants 
going to irrigation and the low economic), Angele 
yield afforded compared to industrial) lions « 
use. Statistics (for 1947) indicate that) Southe 
crops grown on irrigated land in thef to indi 
Western United States required about 25)) trial gi 
trillion gallons of water during the croph) 7), 
year and were worth about 2.4 billio® ... 
dollars. This is an economic return of q will 


about 10 cents per thousand gallons. 7 silaae 
Water used for manufacturing in the) gy.) 
United States (1953) amounted to about 7 











ate > expens 
jected to reach 1,300,000 by 1975. 11.4 trillion gallons. Value added to pon | 
It seems highly probable that if goods by manufacturing amounted OF orth 
people and industry continue to want to about 121.7 billion dollars or $11.700F . 
go to such places they will continue a Product per 1,000 gallons of water. Ff expens 
healthy growth in spite of present water There are possible legal and political) prevai 
scarcity.” But it seems equally likely jnvolvements in converting water to inf a grea 
*Estimates show that during 1956 six states ex- dustrial use if the government has nk It may 
perienced over a 9% increase in total personal in- vested substantial sums in developing te adequ: 
come. In their order of percentage gain these f er . Th : | | 5 ou I; s A 
were Arizona, Colorado, Florida, California, New or irrigation, ere 1s also obvi0u 4 
Mexico and Arkansas. Next was Utah with an waste in spending large sums for one that Cz 

8.9% increase. All except Arkansas have been “ A | 

widely publicized as water-short areas. use if the water is eventually destine 
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Water from the Yahuecas Reservoir flows 6487 feet through this 
tunnel into the Guayo Reservoir. The adit at the right was perma- 
nently plugged with concrete after completion of the tunnel exca- 


vation and lining. 


for another. However. it seems that if 
non-irrigation uses in a given area can 


can irrigation, the water will eventually 


Pow. ie move to the greater economic use. 


Thus it would seem that if industry 


' wants to expand further in the Los 
omic 
trial 


Angeles area, for instance, many mil- 
lions of gallons of irrigation water in 


© Southern California could be converted 


the i 


to industrial use before selective indus- 


© trial growth need be seriously penalized. 
crop 
llion ; : 
1 oll sent economic units that can afford to 
lons. © 

the 4 


bout Okeechobie for water without crippling 
Dou! | 


The large urban centers also repre- 


reach long distances for water. Miami 
can probably go seventy miles to Lake 


Dallas and Fort Worth 

have to reach over 100 miles to 
north for adequate water, but they 
economic units that can sustain 
expense. If Southern California does not 
prevail against Arizona in its quest for 
a greater share of Colorado River water, 


expense. may 
the 


are 
the 


it may have to go far to the north for 


adequate supply. Here again the greater 
Los Angeles area is an economic unit 
that can support ambitious projects. 


Economics of 
Water 


The outlook is not 
as good for many 
smaller communi- 
ties, especially those 
not close enough to 
participate in metro- 
politan district sys- 
tems. Such cities and 
in areas of 
serious water short- 
age may experience 
limited growth and 


towns 


~ a jim 


occasional acute 
economic _ distress. 
Trust investors’ in- 


terest in buying 
municipal bonds of 
issuers for ready 
marketability tends to avoid these more 
vulnerable municipals. However, _ if 
tempted to reach for liberal income in 
some of the smaller issues, especially in 
the Southwest, the investor will think 
hard about local water conditions. 


larger, well-known 


Additional irrigation will help many 
agricultural communities but can hardly 
stabilize the agriculture of today’s vast 
reaches of water-hungry land. Because 
of the high cost in terms of economic 
return it is likely that almost all addi- 
tional irrigation in the West will have 
stem from Government-subsidized 
programs. Federal aid to irrigation is 
currently running at a rate that will 
provide about 168,000 acres of newly 


to 


irrigated lands annually and_ supple- 
mental water to an additional 88,000 


acres or so. Congress could. of course. 
increase this rate. Even if Federal aid 
brings additional acres per year under 
irrigation, over a twenty-year period 
the total area so irrigated would be less 
than 115 miles square. 


Converting vast areas of cultivated 
farms in the drought area to grazing 
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lands, and over-grazed lands to less in- 
tensive agriculture would eliminate some 
of the violent fluctuations between pe- 
riods of high production of grain, cot- 
ton and livestock on one hand, and dust 
storms on the other. It would probably 
help stabilize the economy of much of 
the area, at a lower level than its aver- 
age productivity over the last twenty 
years. 

Many well informed people feel that 
as long as we have free enterprise, 
farmers will continue to aim for large 
payout in good years and risk the con- 
sequences in the bad. Much of the pres- 
ent drought area that was in the same 
critical condition in the 1930s was ex- 
tremely profitable in the 1940s, and will 
undoubtedly be so again. 


A full scale conservation program in 
the present “dust bowl” is hardly more 
than started. But conservation groups in 
the Southwest are demonstrating to 
farmers and ranchers that their own 
long-term best interests would be better 
served by less intensive agriculture. 
Tests conducted at the U. S. Experimen- 
tal Station near Woodward, Okla., found 
that yearlings pastured at the rate of 
4.1 acres per head produced higher 
animal growth per acre than grazing at 
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6 acres per head but this would eventu- 
ally make the soil unusable. 


Deferred or rotation grazing—tempo- 
rary exclusion of livestock from certain 
pastures, particularly in the growing 
season—has helped greatly in restoring 
depleted land. Reseeded pasture pro- 
duced 78 more pounds of animal steer 
growth per acre than did native range, 
and only 3 years were necessary to re- 
store formerly cultivated land to virgin 
sod condition. 


Back to the Watered Land 


One of the most interesting questions 
in the geographical consideration of our 











, ARE- 
HEREVER YOU 
be US SERVE YOU! 





LET 


The First Pennsylvania 
BANKING and TRUST COMPANY 
Fifteenth and Chestnut @ Philadelphia 1 
BANKING SINCE 1782 


Serving more people more ~ ¥ 
than any other Philadelphia Bank. 











280 


water resources problem is whether 
there are areas threatened with really 
crippling long-range exhaustion of 
water. This sort of problem can occur 
when the local economy is based pre- 
dominantly on agriculture heavily de- 
pendent on irrigation from ground water 
that is consistently being used faster 
than it is replaced. 


While it does not appear that any 
large presently productive areas are 
faced with near-term exhaustion, at 
least three areas could bear watching. 
The High Plains of Texas is probably 
the largest such area. Here the eleva- 
tion makes it economically difficult to 
draw large volumes of water from a 
distance for irrigation. Agriculture has 
been greatly stimulated by irrigation 
from ground water. But this is being 
drawn at a much faster rate than the 
natural recharge. This can probably 
continue for years but not indefinitely. 


The Lea County area of New Mexico 
has been allocating ground water on 
the theory that there is about a forty- 
year supply remaining for irrigation, 
though a much longer supply for non- 
irrigation purposes. The Salt River area 
of Arizona has also been exhausting its 
ground water. There are said to have 
been two different Indian civilizations 
in this area which, starting about 400 
A.D., thrived on ground water irrigation 
and fell with its exhaustion. 

There is much land in Eastern states 
which has been abandoned for cultiva- 
tion over the years for reasons other 
than water shortage. Some authorities 
believe it would be much more econom- 
ical to bring a great deal of this Eastern 
land back into production, without irri- 
gation, than to irrigate large amounts 
of arid land, or stabilize the dust bowl 
at a high and reliable level of produc- 
tivity. 

More adequate drainage of certain 
areas also appears to offer great oppor- 


tunity to increase production of fod 
and fiber without greater demands 
water. For instance, at least a mi! 
acres of rich land in the Lower Mi 
sippi Valley are said to be highly 
ductive with better drainage. 


for 
ion 
3is- 
pro- 


Improved farm machinery such as 


ditchers, along with the hydraulic |ift, 
on even small tractors, have given the 
farmer more opportunity to carry out 


profitable conservation practices. 


Changes in Water-Rights Law 


A very significant factor in the use 
of our water resources is the sharp in. 
crease in supplemental irrigation in 
bridging a dry spell or furnishing extra 
“feed” in non-arid regions. This has 
been especially pronounced in _ the 
Southeast and in certain Middle Atlantic 
States such as New Jersey. Because of 
the heavy consumptive use of water in 
irrigation, this promises to seriously in- 
crease competition for water in_ these 
areas. It also promises to enrich agri- 
cultural yields. 


In contrast with the West, this East- 
ern irrigation, excepting for rice, is 
mostly by light pipe sprinkling rather 
than by ditches. It is also mostly private 
rather than government-financed. 

Partly -as a result of this additional 
consumptive use some major changes 
are developing in certain Eastern states 
in the law governing water rights. Large- 


ly because of the importance of water | 


of the Wester 


for irrigation, most 


states follow what is known as appropri- § 


ation law on water rights. Most Eastern 
states, on.the other hand, have followed 
the old common law on water, generally 
known as riparian law. One good defini- 
tion of appropriation law is embodied 
in the following language of the Su- 
preme Court of the United States.* 


“To appropriate water means to 
take and divert a specific quantity 01 


*Arizona vs. California, 283 U.S. 423 (1931). 
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wzter therefrom and to put it to bene- 
ficial use in accordance with the laws 
of the state where such water is 
found and by so doing to acquire a 
right under such laws, a vested right 
to take and divert from the same 
source and to use and consume the 
same quantity of water annually 
forever.” 


A general statement of riparian law, 
on the other hand, is that it gives the 
owner of land riparian to a stream the 
right to use the water in any reasonable 
way, not inconsistent with reasonable 
use by other riparians. After his use the 
riparian user is expected to pass the 
water on, substantially unimpaired in 
quality and quantity. 

Thus under riparian law a_user’s 
property interest in the water of a 
stream is much differently defined than 
under appropriation law. Increased 
competition for water, especially for 
consumptive uses, is prompting many 
Eastern states to consider legislation in 
the direction of appropriation law. Mis- 
sissippi has already passed such legisla- 
tion and other Eastern states including 
Michigan, Wisconsin, South Carolina. 
Tennessee, Alabama and Arkansas are 
reported as considering it. Interest in a 
change toward appropriation law is said 
to be closely related to the political 
strength of agricultural groups. 


Rationing Concerns 


the law will tend to 
divide up and crystallize property inter- 
est in available water in the East much 
more than has riparian law. Such allo- 
cations may accelerate consumptive use 
of water for irrigation, and if not 
handled carefully aggravate shortages 
and produce inequities in certain East- 
ern areas. Investors should be aware of 
the possible impact of such allocations. 
Much has been said about lack of 
a coordinated national policy in the use 
of our available water. The Task Force go 


This trend in 


on Water Resources and Power of the 
second Hoover Commission found that 
in the Federal government alone water 
resources and power activities were as- 
signed to 25 principal agencies in six 
departments and five independent or- 
ganizations, with eighteen other offices 
and bureaus. 


It further pointed out that Federal 
development is carried out under a com- 
plex of conflicting policies which cause 
competition, duplication and waste. The 
Hoover Commission report to Congress 
on Water Resources and Power of June, 
1955, and that of its Task Force headed 
by Admiral Ben Moreell, contained 
many constructive recommendations for 
more economical use. But none of the 
Commission’s recommendations have yet 
been put into effect, according to a re- 
cent speech by Charles D. Curran, Wash- 
ington consulting engineer and former 
Administrator of the Task Force. 


President Eisenhower in May 1954 
established a special Committee on 
Water Resources Policy, headed by Sec- 
retary of the Interior Douglas McKay. 
Its report* made eight basic recommen- 
dations and again emphasized that there 
was no single “national” water problem 
except in the most general terms and 
that dominance by the Federal govern- 
ment was not the desired goal. It did 
emphasize the importance of coordina- 
tion among the various Federal agencies 
and of close cooperation with State and 
local groups in planning water develop- 
ment. 

In submitting this report to the Con- 
gress in January 1956 the President 
said: “The policies we adopt for the 
development of our water resources will 
have a profound effect in the years to 
come upon our domestic, agricultural 
and industrial economy. I commend the 

*“Water Resources 


Presidential Advisory 
sources Policy,” Dec. 


Policy, A Report Of the 
Committee On Water Re- 
1955, Government Printing 
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fundamental’ purposes and objectives of 
this report, and I earnestly recommend 
that the Congress give prompt attention 
to its proposals.” 


Congress has not yet implemented 
these proposals with any significant leg- 
islation but perhaps progress will be 
made on the subject in this session. In- 
vestors and interested citizens generally 
would be performing a public service to 
their own long-range interest by urging 
their Congressmen to give close attention 
to the reports on water resources of both 
the Hoover Commission and the Advis- 
ory Committee. 
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End of Month 
Feb. Jan. Feb. 1956-57 1951-55 1946-50 1941-45 1931-40 1919-1930 
1957 1957 1956 Range for Period —- 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. . ........... % 3.42 3.33 2.68 3.75-2.59 2.90-1.43  1.68-0.90 1.32-1.07 (a) (a) ta) 
5-Year Taxable Treas. —_._.._... cone “Ue 3.37 3.33 2.75 3.76-2.67 2.95-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _............... % 3.30 3.29 2.83 3.64-2.77 3.16-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2s, 9/15/72-67 % 3.24 3.19 2.83 3.52-2.79 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%, 12/16/67 ——..___.... % 3.22 SAT 2.82 3.51-2.78 3.31-2.48  2.48-2.08 2.50-2.37 (a) (a) (a) 
3%s, 1983-78 % 3.28 3.29 2.89 3.45-2.87 (b) (b> (b) (b) th) 
8s, 1995 % 3.26 3.27 2.95 3.45-2.96 (c) 
2. Corporate Bond Yields 
Aaa Rated Long Term __......... % 3.66 3.72 3.07 3.82-3.07 3.44-2.65  2.91-2.46 2.88-2.59 5.75-2.70 6.48-4.42 
Aa Rated Long Term -_.-.--. % 3.79 3.86 3.16 3.91-3.15 8.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.%4-4.59 
A Rated Long Term __.........-...._.... cy 3.98 4.00 3.27 4.04-3.26 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term __......... % 4.48 4.48 3.58 4.51-3.57 3.90-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
38. TaxExempt Bond Yields 
Aaa Rated Long Term -_........ % 2.83 2.87 2.17 3.05-2.17 3.18-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term ae 3.13 3.09 2:67 3.33-2.37 3.24-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term __.. Sia Ni dat 2 3.40 3.51 2.72 3.75-2.72 3.35-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term _............-. & 3.99 4.08 3.20 4.22-3.20 3.79-1.98  3.05-1.57 2.94-1.80 3.71-2.60 (d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
ana’ 4.31 4.32 3.92 4.44-3.90 4,.24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Metium Grade)... a 4.99 4.99 4.49 5.05-4.49 5.28-4.45 6.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade % 4.07 4.12 3.69 4.30-3.69 4.02-3.45 3.92-3.27 (e) (e) (e) (e) 
Medium Grade —.......__.. _~ 4.70 4.69 4.10 4.92-4.08 4.39-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities--Low Dividend Series 
I on 4.37 4.44 3.92 4.68-3.92 4.45-3.77 4.24-3.40(e) (e) (e) (e) 
Medium Grade — ia 4.77 4.76 4.26 4.84-4.25 4.87-4.17 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) — $138.53 142.80 145.53 158.98-138.53 145.67-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81(f) 
125 Industrials—Div. (g) paren 5.91 5.90 5.72 5.91-5.72 5.71-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields —W0.444+4-Esses 4.27 4.13 3.93 4.27-3.68 6.84-3.63 17.29-8.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


(e)—Low Dividend Preferred Yield Averages in this series daté 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 
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Za é. NE OF THE MOST SERIOUS PROB- 


Ee lems confronting the U. S. Atomic 
Energy Commission when it began work 
Dien years ago was the supply of uranium. 
"Geologists knew uranium was one of 
Hthe more common elements in the earth’s 
Psurface, but where was it and how 
Scould it be recovered? 


The great Shinkolobwe Mine of Union 


_|@Miniere in the Belgian Congo was then 


Pthe principal source, but not even the 
most enthusiastic promoters of the new 
industry could imagine another deposit 
“comparable to the pitchblende mass — 
more than 50 per cent uranium in the 
African mine. 


Before the war there was plenty of 
uranium to satisfy the puny demand for 
‘the stuff, largely as a coloring agent in 
ceramics. It was known that the geology 
_of the western United States and Canada 
was favorable for uranium occurrence, 
but vast territories had to be combed to 
find the deposits of ores with a concen- 
tration of uranium high enough to 
justify recovery. 


A Changed Picture 


The search for uranium had started 
during the war, although the only pro- 
duction was from vanadium. tailings. 
In 1947, AEC laid plans for an explora- 
tion program designed to develop every 
possible source of uranium in_ the 
United States, in close cooperation with 
Canada. The efforts have paid off in a 





big way in both countries. The United 
States reports 33 known ore deposits 
of more than 100,000 tons each and 
sat leas: 8 deposits with reserves in the 
puillio: ton class. Total ore reserves are 
nor ‘han 60 million tons, more than 
* 7 ion of which are in New Mexico 
wit 


ie richest areas being the Am- 
ake and Laguna deposits. Close- 
wing confirmation of the ores 
n the establishment of concen- 
mills. By the end of this year, 
S. will have 20 mills with a 


tratin 


ithe | 


lotal c-pacity of more than 16,000 tons 
of ore ser day. 
Marc 1957 


NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


A SECOND SET OF TEETH 


EDWARD R. TRAPNELL 
Associated with Bozell & Jacobs, Washington, D. C. 


New Canadian Operations 


Canada, by the end of this year, will 
have a milling capacity nearly three 
times as great as the United States, a 
capacity of 44,000 tons daily in 24 
plants. About three-fourths of this will 
be in 11 mills in the Algoma — Blind 
River District in southern Ontario near 
Lake Huron. 


A gala opening of two mines in the 
Blind River District last month gave 
a select group of visitors a new appre- 
ciation of the magnitude of the job of 
processing a ton of material to get two 
pounds of product, which is the ratio 
of ore input to uranium oxide output 
here. 


Algom Uranium Mines, Ltd., managed 
by Rio Tinto Mining Company of 
Canada, Ltd., offspring of the Rio Tinto 
Company of England, opened two of its 
mills and two mines to inspection. Al- 
gom has two mills of 3000 tons daily 
capacity and its neghbor, Northspan 
Uranium Mines, Ltd., also a Rio Tinto 
operation, will have three mills of equal 
or greater capacity to handle the output 
of as many mines. Rio Tinto will thus 
have more than 40 per cent of the total 
capacity of the Blind River area. 


Algom Nordic, second of the two 


Algom mines in operation, employs the 
technique of trackless mining. It has 
no dinky mine cars and narrow-gauge 
track, no low-headroom tunnels, nor 
cramped digging and loading spaces. 
Instead, diesel-powered shuttle trucks 
with huge rubber tires take seven tons 
of rock at a time from power loaders 
assisted by bull-dozers from holes drilled 
by a rubber-tired drilling machine. 


The skip hoists and conveyors take 
it to the surface ore bins. Starting with 
rod mill and ball mill grinding, the 
material goes through an acid leaching 
process and an ion exchange system to 
a final filtering and drying before be- 
ing carefully weighed and packaged in 
steel drums for shipment. 

In fact, the output of these modern 
mines is “untouched by human hands.” 

Algom Uranium Mines Ltd., has a 
contract to deliver to Eldorado Mining 
& Refining Ltd., about $206 million 
worth of uranium product in five years, 
the largest such contract ever made in 
Canada until that with Northspan. 


Bank Review of Atomic Progress 


“Moving Ahead With The Atom,” a 
new booklet by Paul F. Genachte, direc- 


tor of the Atomic Energy Division of 








Rio Tinto Management Co., Ltd. 
Algom Nordic’s trackless mine uses rubber-tired shuttle cars. 
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Chase Manhattan Bank of New York, 
makes it very clear that there is real 
progress in this field. He estimates that 
the cost of producing electric power 
from nuclear fuels should be between 
8 and 12 mills per kilowatt-hour “after 
a second round of large power reactors 
is built,” and concludes that the most 
important application of the atom seems 
to be for generation of energy. But the 
benefits derived from use of radioactive 
isotopes is a positive and immediate 
benefit, he says, “which in itself would 
amply justify all the efforts and the 
money which have been put into the 
program.” 


Overtones of Realism 


An American Management Associa- 
tion conference on “Managing the 
Atom,” and the Joint Committee on 
Atomic Energy hearings in Washington 
heard sober reflections on increasing 
costs and receding profit potentials of 
the atom. 


Carroll L. Wilson, a former general 
manager of the U. S. Atomic Energy 
Commission, now president of Metals & 
Controls, Inc. which manufactures fuel 
elements for nuclear reactors, told the 
management conference in New York 
that “eventually profits will be large, 
but lean and trying years are likely to 
come first.” He said high profits and 
quick returns are not likely to be found 
in the nuclear power industry, and that 
unless the government finances costly 
prototypes of new reactors, progress 
will be slow because these experiments 
are too expensive for private industry 
to finance. 


Michael Michaelis, Coordinator of 
Nuclear Energy Services of Arthur D. 
Little, Inc., Cambridge, Mass., said he 
believed it would be another decade “be- 
fore we can expect nuclear plants to be 
installed in this country for reasons of 
commercial profitability alone. The out- 
look for foreign business he believes is 
good, however, because of the pressing 
need for new sources of fuel-energy, par- 
ticularly in Western Europe. 


What Should the Government Do? 


Much of the public attention to the 
Joint Committee hearings stems from 
interest in the question held over from 
the last session of Congress. Should the 
Government finance a new crop of ex- 
perimental nuclear power plants, over 
and above the formidable program be- 
ing sponsored, actually under way or 
planned, by both government and ihe 
electric companies? A bill providing for 
such an expansion lost out in the clos- 
ing days of the last session, probably be- 
cause of Administration opposition io 
its mandatory provisions. 


In spite of the number of power de- 
velopment projects actually in progress, 
members of the Joint Committee still 
appear to have serious question as to 
whether the U. S. effort is moving 
rapidly enough to earn and hold the 
position of world leadership. One mem- 
ber of the Atomic Energy Commission 
itself, however, has no question in his 
mind. Commissioner Thomas E. Murray, 
an outstandingly successful engineer be- 
fore taking a government post, whose in- 
terests have kept him in close touch 
with both the utility industry and _ its 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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The 3-million-volt Van de Graaff accelerator 
is designed to produce nearly all the funda. 
mental radiations — electrons, x-rays, posi- 
tive ions or neutrons. The rugged 9-ton 


unit is designed for either vertical or hori- © 


zontal mounting, increasing its utility in a 
wide range of processing, radiographic, 
medical and research programs. 


equipment suppliers — not only feels 
the power program is inadequate, he 
questions the economic justification for 
the extensive commitments made by 
utilities for speedy development of the 
machines to utilize nuclear fuels. 

Mr. Murray’s position is simply that 
the technology is not sufficiently ad- 
vanced to warrant the heavy research 
and development expenditures by private 
industry in order io attain ihe rate of 
progress which he feels is called for by 
ihe internal situation. 

Information reaching the Joint Com- 
mittee seemed to confirm opinion that 
both time and dollar requirements for 
nuclear power development are going 
up. In addition, the job is tougher ihan 
the planning and talk of two or three 
years ago would indicate. AEC’s own 
concern on this point was reflected in the 
proposals advanced in December by 
Chairman Strauss for expansion of the 
program, with new government aid. and 
since laid before the Committee. 


It appears highly probable to this 7 
writer that the Joint Committee wil! in- | 


troduce legislation calling for an ac 
celeration of the civilian power develop- 
ment effort, with heavy expenditures of 
government funds. The troublesome 
question of private vs. public power ap- 
pears less threatening because o! in 
creasing realization that the question is 
premature. 
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Heavy capital outlays since World War II 
have built in the susceptibility of many 
manufacturers to a profit squeeze by raising 
the minimum level of profitable operations 
to a relatively high percentage of increased 
output. 

In cases where capital outlays were made 
to achieve cost savings at low levels of out- 
put, this squeeze on profit margins may not 
take place. Otherwise, high “break-even” 
points place a premium on maintenance of 
volume. Product prices tend to lag behind 
rising costs because of the belief that price 
increases will contract sales volume. 

Additional evidence of this wide spread 
susceptibility to a profit squeeze appears 
daily in the financial pages as more com- 
panies report “sales up and profits down for 
1956 operations.” It is likely, however, that 
these annual reports do not reflect lowered 
margins as fully as would be the case if the 
first half of the year had not been so 
profitable. 





ALLEGHENY LUDLUM STEEL CORP. 
By E. J. HANLEY, president 

Weaker demand for stainless steel in 
electrical appliances and diminishing 
backlog of orders for automobile strip 
evidence developing easiness. In spite of 
slackening in the business pace 1957 
dollar sales are expected to exceed the 
$286 million of 1956. Average ingot 
production is forecast between 80-90% 
of capacity for the next 12 months 
against an estimated break-even point of 
00-60%. 

New products have contributed to the 
Company’s performance with one-sixth 
of sales and one-third of profits coming 
from products not produced five years 
ago: of increasing importance are titan- 


ium ‘with National Lead), zirconium, 
uranium, columbium, and molybdenum. 
Plani modernization may be expected to 
redu:» costs and raise production. 
Ne» York Society, Feb. 18. 
‘OL MYERS CORP. 


j By \\ «rer H. Kamp, financial vice 


pr -ident 


P; rietary volume totalled $56 mil- 


Marc 1957 


MANAGEMENT SPEAKS... 


Abstracts and quotations from recent talks by the top 
management of companies whose securities are of interest 
for trust fund and other institutional investors. 


O. ROGERS FLYNN, Jr. 


Contributing Editor 


lion in 1956, with over $30 million from 
products less than ten years old. While 
the 32° growth rate of 1955-56 may 
not be maintained on present lines, three 
new proprietary items undergoing mar- 
keting tests are expected to reach na- 
tional distribution in 1957-1958. (Com- 
pany policy calls for minimum annual 
sales of $5 million before introducing a 
new product.) 

Earnings of Bristol Laboratories, 
ethical drug subsidiary, are devoted al- 
most entirely to research and develop- 
ment of a professional sales force. 

Luzier’s Inc., acquired in 1955 is en- 
gaged in home sale of cosmetic prepara- 
tions to compete with Avon Products 
whose sales increased from $18 million 
in 1947 to $85 million in 1956. 


New York Society, Feb. 28. 
CATERPILLAR TRACTOR CO. 

By W. H. FRANKLIN, vice president 

Monthly reports of sales and earnings 
have special appeal for investors who 
seek to maintain close contact. 

Record sales of $686 million produced 
record earnings of $55.4 million in 1956. 
Sales were up 29% and earnings 54% 
from the previous 1955 highs. 

Predicated on continuation of good 
business, 1957 sales should be somewhat 
higher. While a decline in general busi- 
ness would reduce volume, Mr. Frank- 
lin observed: “this decline should be 
somewhat cushioned by need for our 
products in road building and public 
works which would probably be under- 
taken by the Federal government in an 
attempt to counteract depression.” 

Cleveland Society, Feb. 27. 

DEERE & COMPANY 
By Wituiam A. HewiIrT, president 

An 8% decrease in sales in 1956 was 
accompanied by a 29% decline in in- 
come to $20 million in spite of $2.9 


million income from a non-recurring tax 
adjustment. 


The decrease in sales was almost en- 
tirely due to a 4144 month strike in four 
plants. Also contributing to lower earn- 
ings were costs of introducing a com- 
plete new line of tractors and rises in 
labor and materials not offset by selling 
prices. 

Excess cash and government securities 
were applied to carrying more farm 
paper, expansion of foreign subsidiaries 
and substantial reduction of liabilities. 
Cash and governments declined from 
$100 million to $40 million during the 
year. ; 

Unless farmers’ notes increase more 
rapidly than anticipated no financing 
will be necessary except bank loans. 
Sales for 1957 are expected to increase 





it’s 
EQUITABLE SECURITY 


Equitable Security Trust Company is first 
in Delaware—first, historically, with its 
record of more than 70 years’ service in 
estate settlement and trust administration; 
first in modern, specialized trust depart- 
ment facilities. For these reasons, you and 
your customers 





are assured efficient, 
economical, complete service. 


EQUITABLE SECURITY TRUST COMPANY 


Main Office: 901 Market Street 


Wilmington, Delaware 
Wilmington 
Newark . 


Dover 
Odessa 
Delaware's: 

first commercial bank 1795 
first trust company 1885 





Member: FDIC ¢ Federal Reserve System 


285 








10%-20% with normal weather condi- 
tions. 
New York Society, Feb. 14. 


ELI LILLY AND COMPANY 


By Eucene N. BEESLEY, president 


In 1950 the company was owned by 
209 stockholders, mainly the Lilly fam- 
ily and the Lilly Endowment. In 1957 
about 1,200,000 shares of the 4,846,000 
shares of class B stock are held by 
some 4,000 public shareholders. Voting 
rights are vested in 2,992,000 shares of 
Class A stock still closely held. In 1955 
sales increased $40 million to $181 mil- 





lion with profits at an all time high of 
$30 million. 

Five growth factors cited in favor 
of this major producer of ethical medi- 
cal products: 


1. Quality of personnel: 70% of 
over 8,000 employees with more than 
5 years service; no work stoppage in 
its history; one out of every four em- 
ployees with one or more college de- 
grees; 257 members of the scientific 
staff ‘with masters or Ph.D. degrees 
and 32 M.D.’s. 


2. Broad research and development 
program: 976 employees in own labo- 
ratories; while sales increased 111% 





x 





Never too far 


Even if you live a long way from Philadelphia, you're 
never too far to take advantage of Fidelity’s trust and 
estate services. Over 90 years’ successful experience has 
made Fidelity one of the country’s largest trust companies. 
Funds exceed a billion dollars—and clients include both 
institutions and individuals. If you plan to set up a trust or 
if you have an‘estate to be administered, call on Fidelity. 


FIDELITY-PHILADELPHIA TRUST COMPANY 
Broad & Walnut Sts., Philadelphia 9, Pa. 


Member Federal Deposit Insurance Corporation 
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from 1946-1956 research and develc»- 
ment expenditures increased 410°-; 
45% of 1956 sales came from items 
not listed 5 years ago and 73% from 
products not known 10 years ago. 


3. Marketing policy and caliber of 
sales effort: products distributed ex. 
clusively to 50,000 retail druggists and 
7,000 hospitals through 290 whcie- 
salers who maintain stocks; com- 
pany’s own salesmen spend half their 
time calling on physicians to acquaint 
them with new and improved producis. 

4. Utilization of research outside of 
human medicine: cattle and plant 
growth stimulants; veterinary prod- 
ucts; specialized chemical manufac- 
ture. 

5. Strong financial position  evi- 
denced by liquidation of $33.9 million 
long term debt while adding to plant 
and equipment; unbroken dividend 
record since 1885. 


New York Society, Feb. 21. 


NORFOLK & WESTERN RAILWAY 
COMPANY 


By R. H. Smiru, president 


All item records for coal traffic and 
net income marked 1956 operations. 
Tax refunds of about $2 million were 
included in the $42.5 million reported. 

Average service charge on coal has 
increased 53% since 1940 while most 
expense items are up 200%. 


While admitting the greater thermal 
efficiency of the diesel, he pointed out 
that cost of energy in the form of coal 
was currently one-third in terms of 
diesel oil. 


“Our part of the world has limited 
proven reserves of oil but many centur- 
ies’ supply of coal.” 

Expanding markets for coal were fore- 
cast for steel production and for elec- 
trical power generation on the domestic 
front and for export to Western Europe. 


New York Society, Feb. 15. 
PHILADELPHIA ELECTRIC CO. 


By R. G. RINCLIFFE, president 

The shareholders may expect rights 
to additional common stock about the 
middle of 1957 as part of a 5 year pro- 
gram to cost $460 million, with $260 
million from security sales and the bal- 
ance from internal sources. 


The first offering of stock through 
rights will probably involve 600,000 new 
shares at the ratio of 1 to 20. 

Philadelphia Society, Feb. 14. 

AAA 
@ Federal Trade Commission reports 05 
corporate mergers in 1956, comps ed 
with 846 in 1955, with special activity in 
the retail and wholesale fields. 
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PENSION and PROFIT SHARING 


DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


AT WHAT AGE SHOULD A MAN RETIRE? 


OME THREE YEARS AGO THE (BRIT- 
S ish) Ministry of Pensions and Na- 
tional Insurance reported that among 
men aged 65: (a) 10% were totally un- 
fit for work, (b) 14% were retiring 
because of the strain of their jobs, and 
(c) 11° were being retired willy-nilly 
by their employers. The remaining 65% 
were continuing in their employment. 


These figures induced The Nuffield 
Foundation to commission F. le Gros 
Clark and Agnes C. Dunne to make a 
study of the extent to which those elderly 
persons who were able to continue work 
had been prevented from doing so be- 
cause of lack of openings. These authors’ 
findings have now been published* and 
may be summed up as follows. Many 
men in their cease to be 
employed before their capacity for work 
is exhausted. Some of these could have 
continued in their former jobs; others 
would have been available for lighter 
work. Not all of these men find employ- 
ment. And the reason is partly that a 
new approach to the allocation of light 
occupations—watchmen, office cleaners, 


mid-sixties 


hall-porters, messengers—is needed. 


In England the “normal” retirement 
age is 65, just as it is here. However, a 
more determined effort has been made 
there by the governmental authorities to 
encourage employment after that age. 
This has been largely because of the 
manpower shortage in Britain and the 
growing proportion of elderly persons 
in its population. 

Neither of these problems has been 
felt very acutely in the U. S. and the 
emphasis has been on preparing the em- 
ployee for his “golden years” or retire- 
men'—assumed to begin, like social 
security, at age 65. For example, the 
feature article of The Hanover Pension 
Bulictin for February, 1957, is entitled: 
“Prosaring for the golden years.” It is 


*4:ng in Industry, 1955. New Jobs for Old 
Wori:-3, 1955. The Employment Problems of Eld- 
erly \-en, 1956. All three published in England by 
The \\offield Foundation. 
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there taken for granted that a retired 
employee will need an occupation—but 
not necessarily a paying one. It is also 
assumed that this occupation will be 
entirely different from the work the em- 
ployee has been doing all his life. Thus 
cultural activities such as stamp collect- 
ing (sic) and landscape painting are 
contrasted with physical activities such 
as gardening, golf or fishing. It is re- 
commended that a measure of both types 
of activity be indulged in. 


But the essence of the Hanover Bank 
Bulletin’s argument is that. whatever the 
post-retirement occupation, the em- 
ployee will need to prepare himself for 
the change while he is still employed. 
This preparation can, for example, take 
place during week-ends which account 
for about 30% of the year and can be 
stimulated by educational programs run 
by the company for its older employees. 


Notice particularly the difference be- 
tween the British and American ap- 
proaches. In the one case the employee 
is encouraged to go on working gain- 
fully until he is too worn out to do 
anything but relax: in the other the 
employee is trained to occupy his leisure 
time with interesting unpaid pursuits. 
Perhaps these approaches are not typical 
—though I am inclined to think they 
are—or perhaps they reflect the differ- 
ence between a struggling and a pros- 
perous economy. 


But although the “preparation for re- 
tirement” school has plenty of adherents 
on this continent there are quite a few 
iconoclasts. One such is William M. 
Mercer, the Canadian pension consult- 
ant, who devoted nearly one half of his 
recent address to the Montreal Personnel 
Association} to the matter of compul- 
sory retirement at a uniform chrono- 
logical age. This policy was based, he 
said, on “many erroneous assumptions” 
four of which are, in his words: 


+Reproduced in booklet form and obtainable 
from William M. Mercer Ltd., 550 Sherbrooke 
West, Montreal, Canada. 


(a) The outrageous assumption 
that an older man can_ suddenly 
change his way of life while he is 
still mentally and physically healthy. 


(b) The naive assumption that what 
has been a hobby can suddenly be- 
come a full-time pursuit. 


(c) The idea ... that after 30 or 
40 years of work a man wants and is 
entitled to 10 to 15 years of leisure. 


(d) The fantastic assumption that 
all men become unproductive at about 
the same age. 


He went on to say: “I have no confi- 
dence in “preparation for retirement’ 
programmes which try to artificially 
stimulate an interest in gardening or 
stamp collecting with the idea that these 
pursuits will keep employees happy 
after retirement. In fact, I believe such 
programmes insult the dignity of mature 
employees and executives.” 


Mr. Mercer makes a strong case for 
a “natural” retirement age that varies 
from person to person. He is thus back 
at the “official” approach of the authori- 
ties in England—but for different rea- 
sons. 


We must admit to sympathizing with 
Mr. Mercer’s arguments. Some employ- 
ees of 55 are more “worn out” than 
others of 65, and they have more reason 
to be retired by their employers. Some 
employees of 70 have a keener appre- 
ciation of their jobs and perform them 
better than their “replacements” aged 
50. The employer has every reason to 
retain such an oldster in his employ— 
and any unions involved would probably 


back this up. 


On the other hand there is one point 
on which we must diverge from Mr. 
Mercer. This relates to the small, but 
important, executive group of employees. 
Mr. Mercer argues that the rule of re- 
tirement at a “natural” age applies just 
as much to executives as it does to the 
rank-and-file. He says: “Wouldn’t you 
rather work under an aggressive, clear- 
thinking boss, whether he’s 45 or 75, 
than to carry out a holding action for 
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several years under a boss who has lost 
interest, waiting for him to reach 65?” 


But a writer in the London Economist 
of February 16, 1957, argues (facetious. 
ly) that “the age of retirement should 
not be related in any way to the man 
whose retirement we are considering. It 
is his successor we have to watch.” He 
goes on to say that there is an “age of 
frustration” whose symptoms are easy 
to recognize. “The man who is denied 
the opportunity of taking decisions of 
importance begins to regard as import- 
ant the decisions he is allowed to take. 
He becomes fussy about filing, keen on 
seeing that pencils are sharpened, eager 
to ensure that the windows are open (or 
shut) and apt to use two or three dif- 
ferent colored inks.” The conclusion is 
to retire the executive “at the age of 60, 
while [he is] still able to do the work 
better than anyone else.” 


Although the Economist’s article is 
not intended to be a serious contribution 
it does highlight an awkward problem. 
If the official hierarchy consists of one 
president, three vice presidents and 
twenty executives all 35 and over, the 
chances of promotion of the typical new 
executive are about 69% if retirement 
is compulsory at age 60. These chances 
fall to 64% and 59%, respectively,— 


and promotion occurs some 4 to 5 years 
later—if the compulsory age of retire- 
ment is raised to 65 or 70. A company’s 
executive retirement policy is thus very 
important to the young man embarking 
on an executive (or professional) career 
in a large and relatively stable organ- 
ization. 


We may thus sum-up our views on 
retirement as follows. A man should be 
retired on a pension that varies directly 
as his length of service and “final” com- 
pensation. This retirement should take 
place as soon as, and not before, the 
employee is unable to perform his duties 
in a satisfactory manner. If this retire- 
ment takes place before age 60 (say) 
the company pension should be adjusted 
suitably for any substantial compensa- 
tion the pensioner may obtain in some 
lighter occupation. The employee should 
be permitted to retire at his own volition 
(on full pension) after age 60 if he has 
worked for, say, 20 years with the com- 
pany, or after age 65 without any mini- 
mum service requirement. However, 
these rules would be modified for execu- 
tives and professional and scientific staff 
who would be required to retire at age 
65 (say) unless the company were des- 
perately short of competent replace- 
ments. 
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SOCIAL SECURITY 


with Built-in-Cost-of-Living 
Adjustments 


Pieri WAS THE FIRST COUN‘RY 
in the world to introduce (in 1809) 
a system of compulsory contributery 
old-age pensions. West Germany is the 
tenth to tie its national pensions to a 
wage index. 


Until recently there were 41 countries 
with contributory social security systems 
providing pensions on the attainment of 
some age between 60 and 70. Eight of 
these (Argentina, Belgium, Denmark, 
Iceland, Israel, Italy, Luxembourg and 
Sweden) had pension benefits auto. 
matically adjustable for changes in the 
cost-of-living. Many of the remainder— 
including the U. S., as we all know—had 
amended their statutory benefits from 
time to time to keep pace with rising 
wage levels. 

But already this year two countries 
have joined the group that provide social 
security benefits varying with certain 
cost-of-living In addition to 
West Germany, Holland introduced a 
general old age pension on January 1. 
As the London Economist asks, in re- 
porting the West German amendment, 
will this project designed to shelter pen- 
sioners from inflation, itself produce in- 
flation? This is a question that must be 
pondered deeply by everyone whose 
work is directed to seeing that the old- 
sters in the community get a better and 
better deal. 


ON TRUSTEED PENSION PLANS 


N THE OCTOBER 1956 ISSUE OF THIS 

Digest we mentioned that the Sep- 
tember-October number of the Harvard 
Business Review contained a supposedly 
unbiased account of the financing of 
pension plans by Laurence J. Ackerman. 
We mentioned, passing, that we 
thought trust companies would probably 
feel Mr. Ackerman’s review did not pre: 
sent the trusteed plan to its best ad- 
vantage. 


indices. 


in 


William L. Kleitz, president of the f 
Guaranty Trust Company of New York, | 
has now proved our assertion in a note F 


published in the January-February nun 
ber of the Review. The editors of thal 
periodical had referred to the points 
made by Mr. Ackerman as “guideposis.” 


Mr. Kleitz has produced 11 further Fj 


“suideposts” that were “not mentioned b 


or emphasized in Mr. Ackerman’s att 
cle.” 


tC. H. Farman. Old-Age, Survivors, and lL avalid- 


ity Programs Throughout the World 1954. U. § 
Dept. of Health, Education and Welfare. 
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Trusteeship Around the World: 7 


TRUSTS UNDER SWISS LAW 


SWISS BANK CORPORATION, BASLE, SWITZERLAND 


N ARTICLE INTENDED FOR AMERICAN 
chan which concerns itself with 
ihe essence and carrying out of fiauci- 
ary transactions in Switzerland can 
scarcely start otherwise than with the 
statement that the Swiss legal system 
does not have any institution similar to 
the trust of Anglo-Saxon law. 


The word “trust” is best translated in 
our language by “treuhand,” a word 
frequently used to cover the most dif- 
ferent factual circumstances. From the 
legal standpoint, it must emphatically 
be pointed out that the words “treu- 
hand,” “treuhander” “treuhander- 
isch” (trust, fiduciary or in trust) are 
not legal concepts and do not describe 
any specific legal state of facts. This 
also explains why the Swiss Federal Su- 
preme Court was able to define the con- 
cept of fiduciary only extremely broad- 
ly: a “fiduciary is a person to whom 
the property or interests of another are 
entrusted in any form.” 


or 


The fact that none of the continental 
European legal systems knows the con- 
cept of trust is a consequence of the 
historical development of the law and 
has already given cause for extensive 
discussions among jurists. Thus, re- 
cently, within the Schweizerischer Jur- 
istenverein (Swiss Bar Association) the 
question was discussed: “Is there a need 
for the introduction into Switzerland of 
the Anglo-Saxon trust?” This was, in 
general, answered in the negative. At- 
tention was in particular called to the 
practically insurmountable difficulties 
which stand: in the way of the absorb- 
ing of Anglo-Saxon trust law into our 
legal system. One considerable obstacle 
would be, for instance, in converting 


“trust law” which is practically exclu- 
sively judge-made law into our written 
codes of law. Furthermore, our Codes 
of Civil Procedure would require vol- 
uminous changes since a reasonable es- 
tabli-hment of trust law without the ex- 
tens .e cooperation of the courts pres- 
ent . Anglo-Saxon legal circles would 
not 


ppear possible. 


The main difficulty resides, however, 
difference between the concepts as 
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to ownership. The splitting in two of 
ownership effected in Anglo-Saxon Law 
which it is very difficult for us to com- 
prehend and which, based on the dual- 
ism of common law and equity, makes 
it possible to recognize simultaneously 
legal ownership on the part of the trus- 
tee and “equitable ownership” on the 
part of the beneficiary, is a contradic- 
tion, which cannot be brought into 
agreement with the structure of Conti- 
nental Law. The inclusion of the trust 
in our law would therefore necessarily 
fail from the very start in view of the 
concept of ownership prevailing in our 
legal system. 

A poll carried out among forty lead- 
ing industrial and business companies in 
connection with the said proceedings of 
the Schweizerischer Juristenverein (Swiss 
Bar Association) as to whether they 
would welcome the introduction of An- 
glo-Saxon trust law showed interestingly 
enough that no need for its inclusion is 
felt in business circles either. The com- 
panies interrogated frequently pointed 
out that for the solution of numerous 
problems which in common law coun- 
tries are solved by means of the trust, 


Photo by Jaeger, Courtesy of Swiss National Tourist Office 


our law provides forms and institutions 
which are able satisfactorily to satisfy 
the requirements of business. The most 
important of these “substitutes” are 
discussed below. 


1. Fiduciary Legal Transaction 


Although the purpose of the fiduzia 
and of the trust is to a great extent 
identical or at least very closely related, 
ihe two institutions differ essentially 
from each other in their internal struc- 
ture. The fiduciary legal transaction 
consists therein that the Fiduziant (sett- 
lor) transfers property to the Fiduziar 
(trustee), it being agreed (so-called 
treuabrede (trust agreement) or pactum 
fiduciae) how the property is to be used 
or administered and when and under 
what circumstances it is to be turned 
over to the beneficiary or to the fiduzi- 
ant (settlor) when the beneficiary is the 
same person as the settlor. The turning 
over of the property to the trustee has 
the result in accordance with the legal 
authors and the decided cases, that the 
trustee receives the full and exclusive 
ownership of the property given in trust. 


Our legal system in particular ex- 
cludes the possibility of the beneficiary 
having alongside of the trustee at the 
same time some other type of ownership 
such as the “equitable” ownership of 
the Anglo-Saxon beneficiary which as- 
sures him a right in rem in the form of 
the “following trust property.” Our in- 
terpretation therefore has the basically 
undesirable consequence that the trust 
property devolves upon the death of the 
fiduziary (trustee) to his estate for the 





The Palace of the United Nations in Geneva, with Mont Blanc in the background. 
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benefit of his heirs or in the case of 
his bankruptcy to the corpus of the 
bankrupt estate, the fiduziant (settlor) 
having no right to have such property 
maintained separately. Furthermore, the 
fiduziant (settlor) as a rule has no 
cause of action against any possible 
third party purchaser of trust property 
which the fiduziary (trustee) has wrong- 
fully sold, even if the third party knew 
that the sale to him constituted a breach 
of trust. 


From these brief statements, it may 
be noted that the classical idea of “treu- 
hand” (trust) which consists in the 
separation of the benefit from the right 
of disposition and administration of 
certain property is acheived by the con- 
clusion of a fiduciary legal transaction, 
but that the position of the fiduziary 
(trustee) under Swiss Law is very much 
weaker than that of the “beneficiary” 
under Anglo-Saxon Law. 


2. The Foundation 


It is generally held that there is con- 
cerned here the setting apart of a fund 
for a specific object and endowing it 
with independent existence. There is 
transferred to the foundation property 
which it is to administer and with re- 
gard to which it is to make disposition 
in favor of third parties, the so-called 
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One hundred twenty-seven law- 
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for their clients naming the 
Fulton National as Executor and 
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destinees, in accordance with the speci- 
fic object for which the fund was set 
apart. From this functional relationship 
flows the possibility of achieving within 
certain limits, by means of a foundation, 
what in common law countries is ac- 
complished by means of the trust. 


The foundation accordingly, in the 
same way as a trust, makes possible the 
exclusion of the beneficiaries from the 
management and the participation of a 
group of persons in the benefit. In the 
same way as the settlor, the founder 
can also establish various provisions in 
the instrument of foundation. A founda- 
tion can be established by the founder 
either during his life or mortis causa. It 
is subject to the supervision by an ad- 
ministrative authority which, to be sure, 
does not go as far as the concern shown 
by the courts in the common law coun- 
tries. 

The foundation appears in various 
different forms. The two most important 
are the family foundation and the wel- 
fare foundation. The former, which 
furthermore is not subject to any gov- 
ernment control can by law only be 
employed ‘for the support of family 
members. The second form generally 
comes into existence in the manner that 
a business company establishes the wel- 
fare plans existing for the benefit of its 
employees in the form of a foundation 
which among other things enjoys a very 
extensive preferred right in case of the 
possible bankruptcy of the company. By 
the imparting of independent legal ex- 
istence to the welfare fund of a company, 
the foundation in Swiss Law thus per- 





the functions of the 
“charitable trust” of Anglo-American 
Law. 

The main difference between the 
foundation and the trust is that the des. 
tinees do not have any right in rem 
against the foundation fund, similar to 
the equitable ownership of the “benefi- 
ciary” in the “trust property.” 


forms one of 


In the 
place of this protection, we have, in the 
case of the foundation, the independent 
existence of the fund, which is further- 
more administered by specially-appoint- 
ed agencies of the foundation. The agen- 
cies of the foundation are responsible 
for any use of the fund not in accord- 
ance with its object. Negligent or inten- 
tional unlawful acts constitute a crime. 


3. Other Institutions 

In addition to the “fiduciary legal 
transaction” and the “foundation.” 
there are a number of other institutions 
which can produce effects which are 
similar, to a greater or lesser extent, to 
a trust. 

In so far as in Anglo-American Law 
the “trust” serves. in the form of a so- 
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called “settlement” to secure for a bene- 
ficia:y the substance of an estate and 
particularly a family estate while an- 
other beneficiary has a right in rem dur- 
ing his lifetime to the income, this re- 
sult can be achieved under Swiss Law to 
a far-reaching extent by the creation of 
a “nutzniessung” (usufruct) or by the 
appointment of remaindermen (nacher- 
beneinsetzung ). 


Frequently, in Anglo-American Law, 
a trust is created in order in case of 


If it is desired to bind a person in 
favor of a third person this can be done, 
for instance, in England, only by the 
creation of a trust while as far as we 
know, the American Law recognizes a 
contract in favor of a third party. In 
accordance with Swiss Law, such results 
can be obtained by the following institu- 
tions, which will be merely enumerated 
here: By a contract in favor of third 
parties, by mandate (Anweisung), a be- 
quest or donation subject to a condition 
and the beneficial interest under an in- 





in numerous cases either the banks 
themselves or one of their employees 
are appointed testamentary executor by 
the decedent. 


As is probably the case everywhere, 
the Swiss banks also assume the man- 
agement of large properties. Although 
this activity is not strictly a fiduciary 
one from the strictly legal standpoint 
since the customer can at any time with- 
draw the property deposited and can 
revoke the instructions for its manage- 
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Trust Department Pleased 
with Tabulating Machines 
Administrative and investment officers 


of Rhode Island Hospital Trust Co., 
Providence, are well satisfied with the 
results of a change-over of trust depart- 
ment accounting and record procedure 
to a tabulating machine system, accord- 
ing to advice received from trust officer 
L. E. Smith in reply to an inquiry by 
Trusts AND Estates. The new system 
makes it possible to provide these off- 
cers with the income, principal, and in- 
vested balances of all accounts as of the 
close of business the previous day by 
noon the next day. At the same time it 
provides the vice president in charge of 
the trust department a. daily statement 
of condition. 


The Federal examiners, on their visit 
in September, were highly pleased with 
the reports the bank was able to give 
them, and the reaction of customers to 
the new statements and schedules of se- 
curities with market values has been 
especially favorable. 

At present, the Company is putting its 
register checks on tabulating and ex- 
pects to put the bank’s payroll on this 
equipment starting the first of the year. 
Some dividend and proxy work is being 
done for the corporate trust department, 
and detailed tax information on fiduci- 
ary accounts is prepared for the tax de- 
partment. Consideration is being given 
to putting more work on these machines, 
particularly final trust accountings. 


Two years of planning and the con- 
struction of a special air-conditioned 


room preceded the acquisition of the 
new equipment. It took about four weeks 
to get the first section of trust accounts 
running smoothly on tabulating, follow- 
ing which the balance of the trust de- 
partment accounts was transferred in 
four installments. This was the princi- 
pal only on these accounts; the income 
was transferred to tabulating about eight 
months after the first change-over. In 
this manner, the whole operation moved 
very smoothly. 


The tabulating system has eliminated 
many manual operations, simplified rec- 
ords keeping and filing, and has freed 
floor space in the trust department for 
other uses. The flexibility of the system 
is such that it is expected the machines 
will be utilized also by other depart- 


ments. 
A A A 


First NATIONAL City MAKES FIRST 
EDUCATION GRANTS 


The first grants in a continuing pro- 
gram of financial aid to higher educa- 
tion have been sent to 109 colleges and 
universites by The First National City 
Bank of New York. Totaling $171,600, 
the grants are based on the number of 
college graduates who have been in the 
employ of the bank for five years or 
who have become officers, and they aver- 
age $400 per employee this year. The 
grants are unrestricted as to use and 
are made to non-tax supported, four-year, 
degree-granting institutions. It is the in- 
tention to repeat these grants each year 
that the employee remains in the active 
service of the bank. The current contri- 
butions have been made on the basis of 
429 eligible employees. 
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1957 Calendar of Meetings 


March 28 — Trust Conference, Kansas 
Bankers Association, Hutchinson 


Apr. 5 — Pennsylvania Bankers Trust 
Conference, Harrisburg 


Apr. 25 — Trust Companies Associa:ion 


of Canada, Toronto 


April 29-30 — Trust Conference, In- ; 


diana Bankers Association, Lafayeite 


May 5-7 — Connecticut Bankers Short 
Trust Course, Storrs 


May 9-11 — American Bar Association 
Regional Meeting, Denver 

May 16-17 — National Committee on 
Community Foundations — Atlantic 
City, N. J. 

May 17-19 — American Safe Deposit 


Association, Milwaukee 

May 20-22 — Mississippi Bankers Asso- 
ciation Trust Division, Buena Vista 

May 20-23 — National Federation of 
Financial Analysts Societies, Cleve- 
land 

May 22 — Connecticut Bankers Trust 
Conference, Cheshire 

May 27-31 American Institute of 
Banking, Richmond, Va. 

June 9-14 — New York State Bankers 
Association Trust School, N.Y.U. 
June 10-22 — Graduate School of Bank- 

ing, Rutgers University 


June 23-29 — Pennsylvania Bankers 
Trust Training School, Penn State 
University 


June 30-July 3 — Million Dollar Round 
Table, White Sulphur Springs 

July 1-13 — School of Financia] Pub- 
lic Relations, Northwestern University, 
Chicago ° 

July 12-16 — American Bar Association, 
New York City 

July 24-31 — American Bar Association, 
London 

Aug. 25-Sept. 6 — Pacific Coast School 
of Banking, U. of Washington, Seattle 

Sept. 18-20 — National Association of 
Supervisors of State Banks, New York 

Sept. 22-25 — American Bankers Ass0- 
ciation, Atlantic City, N. J. 

Oct. 7-10 National Association of 
Bank Auditors and Comptrollers, At- 
lanta 

Sept. 29-Oct. 4 — Financial Public Rela- 
tions Association, Chicago 

Oct. 7-10 National Association of 
Bank Women, Boston 

Oct. 10-11 — Western Regional 
Conference, A.B.A., Portland, Ore. 

Oct. 17-18 — New York Bankers Asse 
ciation Trust Conference, Albany 

Nov. 21-22 — Mid-Continent Trust Con- 
ference, A.B.A., New Orleans 
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ESTATE TAX 


Trust corpus includible in estate where 
decedent co-trustee has power over in- 
come distributions. Decedent transferred 
property to trust created by his wife for 
benefit of her son and his issue. Decedent 
and son were co-trustees. Trust instru- 
ment provided that trustees were to pay 
over to son so much of net income as 
they in their absolute discretion decided 
was best for his interests during his life. 
Decedent took no active part in manage- 
ment of trust. All income was received 
by son and paid over to himself as bene- 


ficiary. Commissioner included value of 


trust corpus in decedent’s estate. 
HELD: For Commissioner. Here pow- 

er given to trustees was not limited by 

any external or definite standard. Con- 


' trolling factor is existence of right to 
' designate person to possess or 


enjoy 
property rather than actual exercise of 
such right. Corpus is includible in es- 
tate as transfer with retained right, 
either alone or in conjunction with any 
person, to designate person who shall 
possess or enjoy property or income 
therefrom. Biscoe v. U. S., D. C. Mass., 
Jan. 30, 1957. 


Interest surrendered as result of will 
contest does not qualify for marital de- 
duction. Surviving spouse was sole resid- 


» uary legatee under decedent’s will. Chil- 
' dren contemplated contesting will. Con- 
_ troversy between spouse and children 


was settled by written agreement where- 
by latter agreed not to contest will in 
consideration of spouse’s promise to de- 
posit $4,000 in trust fund for grandchil- 
dren’s education, and to bequeath re- 


‘maining assets of decedent’s estate, 

which she might own at her death, to 
» his children and grandchildren. She was 
' further not to dispose of such assets ex- 
/ cept what might be necessary for her 
> horma! maintenance and care. Commis- 
' sioner disallowed marital deduction. 


HE!D: For Commissioner, Regulations 
‘ction 81.47(a) of 1939 Code (Pro- 
tegulations Section 20.2056(d) of 


1954 Code) provides that if as result of 
contreversy involving decedent’s will, 
surviv'ng spouse assigns or surrenders 
Prope: iy interest in settlement, such in- 
terest 's not considered as having “passed 
from che decedent to his surviving 
Marc:; 1957. 


FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


” 


spouse.” Under agreement here, spouse 
surrendered interest in balance of resid- 
uary estate and as result only terminable 
interest passed to her under will. Inter- 
est, therefore, does not qualify for mari- 
tal deduction. Est. of T. W. Tebb, 27 T.C. 
No. 76, Jan. 18, 1957. 


Inter vivos trust includible in estate 
where decedent retained power as trustee 
to apply principal for use of any benefi- 
ciary. Decedent created trust for benefit 
of her three children. She was sole trus- 
tee. She retained power to apply to use 
of beneficiaries so much of principal as 
she, in her sole and uncontrolled discre- 
tion, deemed advisable. Commissioner in- 
cluded entire value of trust corpus in 
decedent’s estate. 


HELD: For Commissioner. Power re- 
tained by decedent gives her discretion 
to pay over all or any part of corpus 
to any one of beneficiaries. Any benefi- 
ciary’s interest could thereby be dimin- 
ished or even extinguished. Power is 
equivalent to one to alter, amend or re- 
voke under Section 811(d)(2) of 1939 
Code (2038(a) (2) of 1954 Code). Est. 
of C. Grossman v. Comm., 27 T.C. No. 
80, Jan. 24, 1957. 


Inter vivos trust includible in estate 
where settlor had power, acting with 
beneficiaries, to terminate or revoke 
trust. Decedent was sole trustee under 
irrevocable inter vivos trust created for 
benefit of her three children. Upon writ- 
ten request of majority of beneficiaries 
and consent of settlor, trust could be 
terminated or revoked and corpus dis- 
tributed in accordance with terms of 
request. Value of entire trust corpus was 
included in decedent’s gross estate by 
Commissioner. 


HELD: For Commissioner. Provision 
to terminate is equivalent to power to 
alter, amend or revoke. This applies 
whether settlor’s participation initiates 
action or is merely in nature of consent 
in conjunction with others. Est. of C. 
Grossman v. Comm., supra. 


Life estate with power of disposal in 
husband does not qualify for marital de- 
duction. Decedent devised real estate to 
her husband for life with remainder 
over in fee simple to her children. Hus- 
band was given power to sell, deed and 
transfer property if he should deem it 
in his best interests. Marital deduction 
claimed for value of property was dis- 
allowed by Commissioner. 

















ROCHESTER, N.Y. AREA 
20 OFFICES 


Trust Department Assets Over $296 million 


LINCOLN. ROCHESTER 


in the 





TRUST COMPANY 


Member Federal Reserve System 








Member Federal Deposit Insurance Corporation 








293 








HELD: For Commissioner. Husband 
only received life estate, which was not 
enlarged to estate in fee simple by addi- 
‘tion of power of disposal. Under state 
law, children had vested interest in re- 
mainder. Husband’s interest, therefore, 
did not qualify for marital deduction. 
Est. of H. C. Evilsizor v. Comm., 27 T.C. 
No. 81, Jan. 24, 1957. 


Commuted value of dower qualifies for 
marital deduction under Missouri law. 
Decedent’s spouse, pursuant to Missouri 
law, renounced interest under will and 
elected to take her statutory share of 
decedent’s estate. Such share basically 
represented life estate in proportionate 
part of decedent’s estate. She later 
elected to take commuted value of this 
interest. Marital deduction claimed by 
executor for such commuted value was 
disallowed by Commissioner on ground 
that widow received terminable interest, 
which was later converted into vested 
and non-terminable interest. 


HELD: For estate. Under state law, 
commuted interest is separate interest 
from statutory share, and, therefore, 
does not represent subsequent conversion. 
It thus represents non-terminable inter- 
est and qualifies for marital deduction. 
Traders National Bank of Kansas City, 
Exr. v. U. S., W. D. Mo., Dec. 18, 1956. 


INCOME TAX 


Basis of remainder interest in prop- 
erty acquired from decedent. Taxpayers 
acquired remainder interest in property 
under will of their grandfather who died 
in 1883. Last life tenant who was father 
of taxpayers died in 1951. Property was 
sold later in 1951. Taxpayers used fair 
market value of property in 1951 as basis 


for determining gain. Commissioner de- 
termined that value as of March 1, 1913 
(date of enactment of income tax law) 
was proper basis. 


HELD: For Commissioner. Taxpayers 
acquired their interest in property at 
time of grandfather’s death and not at 
time of death of last life tenant. Basis 
for determining gain was, therefore, 
March 1, 1913. Robinson v. Comm., T.C. 
Memo, 1957-8, Jan. 17, 1957. 


REVENUE RULINGS 


Income Tax: Excess deductions on ter- 
mination of trust available to beneficiary. 
Residue of an estate was to be held in 
trust and income therefrom to be distrib- 
uted currently to surviving spouse. In 
year in which estate was terminated, de- 
ductions exceeded gross income. Such ex- 
cess deductions also exceeded gross in- 
come of residuary trust. 


Service rules that pursuant to Section 
642(h)(2) of 1954 Code residuary trust, 
having status of beneficiary succeeding 
to property of estate, is entitled to ex- 
cess deductions of estate for year of 
termination. However, after allowance of 
excess deductions of estate, amount, if 
any, of excess over gross income of 
trust is not deductible by income bene- 
ficiaries of trust unless such year was 
year of termination of trust. Rev. Rul. 
57-31, IL.R.B. 1957-4, p. 6. 


Income Tax: Trust which becomes ir- 
revocable upon grantor’s death consti- 
tutes new taxable entity. Trustee of re- 
voecable trust filed fiduciary return on 
calendar year basis. Trust became irre- 
vocable upon death of grantor at which 
time trustee desired to use fiscal year 
basis. 
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Service rules that upon gran'or’s 


death, trust became new and sep2a:ate 
entity. Thus it can file its first returr on 
either fiscal or calendar year witiout ™ Los 
prior approval of Commissioner. ‘ey, ) and | 
Rul. 57-51, I.R.B. 1957-6, p. 14. : for | 
Estate Tax: Life insurance pai ion s.. 
result of airplane accident. Decedeni had | r y; 
purchased combined aircraft policy of | Facil 
insurance providing for payment o' all : Charl 
sums which insured might be liable for J — 
in damages, including death, sustained q Wa 
by passenger. Under terms of endorse- % Plann 
ment made to contract, payment of sum H the h 
certain would be made provided full re- Fo sate 
lease for all claims for damages was | 
executed. 4 es 
Service rules that amount recoverable & iis 
under standard liability contract as dam- Miltor 
ages under proved claim does not repre- Fy; 
sent insurance on decedent’s life within F v ies 
meaning of Section 2042 of the 1954 p Union 
Code. Moreover, if contract provides for Cen 
payment of sum certain where such pay- ing, A 
ment is conditioned upon execution of specia 
release of all claims for damages, pro- F Accyr, 
ceeds are not includible in decedent’s Voc. 
gross estate. However, if contract be- ae 
tween insurance carrier and owner of f Profes 
airplane provides for payment of agreed f , 
amount to estate, acceptance of suct Law, 
amount constitutes insurance receivable 1&4 
by executor and is includible in dece- Eas 
dent’s gross estate. Rev. Rul. 57-54, LR.B. B meetir 
1957-6, p. 22. condu 
Income Tax: Contributions to security F ‘antag 
benefit trusts subject to withholding and tal dec 
social security and Federal unemploy- lad 
ment taxes. As result of collective bar- ao T; 
gaining negotiations and supplementary his "a 
to general labor agreement, M Corpora-f . 
tion makes contributions to separate weeny 
trusts for benefit of each employee. Cor- Federe 
tributions are based upon employee’ Means 
hourly wage rate and are continued u- § “nlati 
til balance in account reaches specified directe 
amount. Payments are made from ac: holes,” 
count to employee in event of lay-off orf are: P 
sickness. No part of fund is recoverable F setts )\ 
by corporation. Upon termination of em-f Pyo, _ 
ployment or retirement balance credited F io1,., 
- employee’s account is distributed to CPA 
im. A. 
Service rules that gross income ir F() 
cludes any economic or financial benefit 
conferred on employees as compensation Des 
whatever form or mode by which it i Leo S, 
effected. Contributions, though not made f and th 
directly to employees, constitute addi- fin 195 
tional compensation and as_ such at? hate} 
subject to income tax withholding anf Burea, 
taxes imposed by Federal Insurance Com Fang 0 
tributions Act and Federal Unemploy- > 
ment Tax Act at time paid into trusts >. Bal: 
Rev. Rul. 57-37, LR.B. 1957-5, p. & ping, J 
AAA jot th 
@ Another way to split heirs is to col am 
test a will. ee 
Phil &:lversgetther 
Marc 
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Estate Planning Council Activities 


Los Angeles—Deferred Compensation 
and V’ost-Mortem Death Payment Plans 
for /:xecutives” was the subject dis- 
cussed at the February 18 meeting by 
Robert A. Brown, Jr., C.L.U., of the 
Pacific Mutual Life Insurance Co., and 
Charles L. Kopp, attorney, who is as- 
sistant counsel for the same company. 


Washington, D. C.—At the Estate 
Planners Day meeting on February 15 
the handling of business interests in 


‘ : estate planning was discussed by a 
Was © panel consisting of: Donald S. Willcox, 
' trust officer of State-Planters Bank of 
| Commerce & Trusts, Richmond, Va.; 
' Milton Young, New York attorney; and 
| Willard G. McGraw, senior trust officer, 
' Union Trust Co.. District of Columbia. 


Central Florida—At the January meet- 


- ing, Albert J. Schmitz, assistant director, 
| special services division, Equitable Life 
| Assurance Society of the U. S., New 
' York, spoke on “The Analysis of Facts 
‘in Estate Planning.” On February 21, 


» Professor Kenneth L. Black, College of 


' “Tenancy by the Entireties Problems.” 


East Coast, Fla—At the February 28 


) meeting, Manley P. Caldwell, attorney, 


conducted an open forum on the ad- 
vantages and disadvantages of the mari- 
tal deduction. 


Indianpolis—At the February 21 meet- 
ing, Troy G. Thurston, C.P.A., discussed 
Phis activity as a member of the Ad- 
visory Group to the Sub-Committee on 
Federal Taxation of the Ways and 
Means Committee of the House of Repre- 
sentatives. His work with that group was 
directed toward “Plugging Tax Loop- 
holes.” The 1957 officers of this Council 
are: Pres—Henry J. Peirce. Massachu- 
setts Mutual Life Insurance Co.; Vice 
p Pres. C. Severin Buschmann, Jr., at- 
jtomey: Sec’y—Joseph E. Hamaker, 
C.P.A.: Treas—Floyd D. Michael, trust 


officer. Merchants National Bank & Trust 
Co. 


Des Moines—At the January meeting, 
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pand the Social Security Act as Amended 
jin 1955." On February 4, Kenneth C. 
Thateh er, secretary of the Iowa Farm 
»Burea: Federation, spoke on “Problems 
and O»\look of Iowa Farm Investment.” 
_ Bali: nore—At the February 7 meet- 
ng, Jon L. Carey, executive director 
of th American Institute of Ac- 
Counta: ‘s, and Editor of the Journal of 
Accour ancy, spoke on “Working To- 
gether 1 a Dynamic Economy.” 

Marci 1957 


Detroit—At the February 14 meeting, 
Charles B. McCaffrey, director of ad- 
vanced underwriter training at North- 
western Mutual Life Insurance Co., Mil- 
waukee, spoke on “Estate Planning 
Through Life Insurance and Trusts.” 


Jackson, Miss.—At the February 14 
meeting, Joseph F. Nelan, vice president 
and trust officer of El Paso (Tex.) Na- 
tional Bank, spoke on “The Estate Plan- 
ning Council from the Viewpoint of the 
Trust Officer.” Officers elected were: 
Pres.—John F. Anderson, life under- 
writer; Vice Pres—R. L. Hagaman, Jr., 
vice president and trust officer, First Na- 
tional Bank, Jackson; Sec’y & Treas.— 
Louis A. Miazza, C.P.A. 


St. Louis—At the February 5 meet- 
ing, Mrs. Marion Stevens Eberly, di- 
rector of the women’s division, Insti- 
tute of Life Insurance, spoke on “Super 
Market Self-Service Doesn’t Work in 
Life Insurance.” 


North Jersey—At the January 16 
meeting it was unanimously agreed to 
admit attorneys and certified public ac- 
countants, and the name of the council 
was changed to Estate Planning Council 
of North Jersey. The following new of- 
ficers were elected: Pres.—George V. 
Gilmartin, trust officer, Federal Trust 
Co., Newark; Ist Vice Pres.—Harold 
Breuninger of Breuninger & Breuninger. 
insurance; 2nd Vice Pres.—G. Maxwell 
R. Morse, trust officer, Plainfield Trust 
Co.; Sec’y—Edwin H. Ames, general 
agent, Phoenix Mutual Life Insurance 
Co., Newark; Treas.—Kenneth Sias, 
trust officer, National State Bank, New- 
ark. 








Rochester, N. Y.—At the January 17 
meeting it was unanimously decided to 
open membership to attorneys. The 
amendment provided that present addi- 
tions could not exceed 15% of the cur- 
rent membership. Consequently, present 
members were requested to nominate 
five attorneys, if they wished, in order 
to assist the Executive Committee in 
iheir selection. 


Dayton—At the February 21 meeting, 
Clinton S. Courson, attorney, spoke on 
“Word-maps that foretell families how 
to live and foretell others how to help 
them live — that’s what Estate Plan- 
ning documents oughta do!” 


Toledo—At the February 20 meeting, 
Charles B. McCaffrey made the address. 
The work of McCaffrey, who is director 
of advanced underwriting training, 
Northwestern Mutual Life Insurance Co., 


covers field training in business insur- 
ance, estate planning, wills, trusts, and 
taxation affecting life insurance pro- 
ceeds. 


Fort Worth—At the January 15 
meeting, Gene Emery, attorney, spoke 
on “Clifford Trusts.” On February 19 
“Oil and Gas Valuation” was discussed 


by Leland E. Fiske, C.P.A. 


Richmond, Va.—At the February 11 
meeting, a motion picture by Mutual 
Benefit Life — “According to Plan” — 
was shown, after which comments were 
made by Fred Bunnell and Gibson Har- 
ris. 


Seattle—At the February 20 meeting, 
“Powers of Appointment” was the sub- 
ject discussed by a panel consisting of: 
Daniel S. Bigelow, assistant supervisor, 
Inheritance Tax Division, State of 
Washington Tax Commission; Charles 
F. Osborn, attorney; David E. Ellison, 
trust officer. The discusion was divided 
into three areas: 1. General use of 
powers of appointment in estate plan- 
ning; 2. Federal estate and gift tax con- 
sequences in powers of appointment; 
and 3. State of Washington estate and 
gift tax consequences in powers of ap- 
pointment, All fifteen students enrolled 
in the University of Washington Law 
School’s third year class estate planning 
seminar attended with Professor of Law 
Alfred Harsch. In addition, plaques were 
presented to three winners of cash 
awards in the latest Estate Planning 
Council contest. The winners were Doug- 
las Hendel ($250), Richard Bartke 
($150) and Peter Gulick ($75). 


Madison, Wis.—At the February 11 
meeting, Milwaukee attorney Roy La- 
Budde, spoke on “Looking back — A 
perspective on what the revised code and 
its regulations have done to estate plan- 
ners. 


Milwaukee—At the January 28 annual 
meeting, “Milwaukee’s Foundation for 
Economic Growth” was discussed by 
Elam McElroy, manager, Business Re- 
search Division Association of Com- 
merce, and Assistant Professor of Busi- 
ness Administration, Marquette Uni- 
versity. An amendment to the Articles 
of Association increased the maximum 
number of active council members from 
60 to 75. The maximum number of 
associate members was kept at 18. Newly 
elected officers are: Pres——Warren E. 
Clark, CLU, special agent for North- 
western Mutual Life Insurance Co.; Vice 
Pres.—John C. Geilfuss, vice president. 
Marine National Exchange Bank; Sec’y- 
Treas. —- William H. Pryor, agent fo~ 
Connecticut Mutual Life Insurance Co. 
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BENEFICIARY CONTROLS 
(Continued from page 218) 


is limited by a reasonably definite 
standard which is set forth in the trust 
instrument” without adverse income tax 
consequences to A. Section 674(d) al- 
lows a trustee or trustees, other than A 
or his wife, to have such a power in 
regard to income “if such power is 
limited by a reasonably definite external 
standard which is set forth in the trust 
instrument” without adverse income tax 
consequences to A. 

Thus if S’s power of withdrawal that 
is controlled by a standard relates only 
to corpus A is protected. If, however, 
his power also relates to income, he 
would have to hold the power as. trus- 
tee to come within the specific excep- 
tion which protects A. However,..it is 
believed that in all the situations we 
are considering S is an adverse party 
and if he is, the general exception which 
protects A when powers are placed in an 
adverse party** should apply so that no 
adverse income tax consequences should 
flow to A by virtue of a power in S 
which is controlled by the requisite 
standard. 


In correlating the rules in regard to a 


Section 674(a) of the I.R.C. 
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standard as applied in the estate and 
gift tax field with such rules in regard 
to the income taxation of the grantor 
of an inter vivos trust, several things 
are worth noting. In the income tax 
field all that is required is that the 
standard be reasonably definite where- 
as in the estate and gift tax field the 
standard must relate to the “health, ed- 
ucation, support, or maintenance” of 
the holder of the power. The regulations 
relating to the income tax provisions 
contain a statement not present in the 
proposed estate and gift tax regulations 
but which presumably would be equally 
applicable in the estate and gift tax field. 
The statement is—‘‘if a trust instrument 
provides that the determination of the 
trustee shall be conclusive with respect 
to the exercise or non-exercise of a 
power, the power is not limited by a 
reasonably definite standard.”’** 


Now I turn to the income tax effect on 
S of a power in him which is con- 
trolled by a standard. Where S is en- 
titled to all the ordinary income so that 
the power relates only to corpus, will 
such power cause him to be taxable to 
any extent on the capital gains of the 
trust? When the trust involved is one 
where the trustee has discretion as to 
distributions of ordinary income, will 
S’s power cause such income to be tax- 
able to him even though not paid to 
him? The 1954 Code provision which 
deals with the taxation of a person other 
than the grantor of a trust as substan- 


tial owner ** and the Regulations under 


Section 1.674(b)-1(b) (5) (i) 
tions. 


2°Section 678. 


of the Regula- 





that section®® do not mention pow-=rs 


controlled by a standard. It is belie: ed 
that S’s position will have to be evelu- 
ated each year and to the extent (iat 
he is entitled to withdraw corpus in 
that year because the standard is s» iis. 
fied, he will be deemed the owner of 
the corpus and taxable on a proport on- 
ate part of the capital gains.*! If the 
trustee has discretion in regard to dis. 


tributions of income, S will be taxable 
on the same basis he would be taxable 
when he has a power of withdrawal over 
income limited in amount only where 
the limited amount is that which he 
is entitled to withdraw during the year 
pursuant to the standard.** 


Even though A’s federal tax expecta. 
tions as to the income taxation of § 
may be upset to some extent by giving 
S a power limited by a standard, it may 
be desirable in the overall family picture 
to give him such control over the trus- 
tee’s discretion as to income and corpus 
distributions. 


Power to Appoint by Will 
Restricted as to Objects 


If S in any one of the three discre. 
tionary trusts we are considering is 
given a power by his will to terminate 
or change the trust, we have interjected 
a definitive beneficiary control over the 
trustee’s discretions as to income and 


80Section 1.678 of the Regulations. 

31See text to which note 20 is appended. 

32See text to which notes 21 and 22 are append- 
ed. Consider also: Funk v. Comm., 185 F. 2d 127 
(3d Cir. 1950); Falk v. Comm., 189 F. 2d 806 (3d 
Cir. 1951), cert. denied, 342 U.S. 861 (1951); 
United States v. Smither, 205 F. 2d 518 (5th Cir. 
1953); Agnes R. May, 8 T.C. 860 (1947); Ruth W. 
Oppenheimer, 16 T.C. 515 (1951). 
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US TATE 


corpus distributions which may be as- 
serted through an instrument taking ef- 
fect at S’s death. If the power given to 
S$ to appoint by will is restricted so that 
he cannot appoint to his estate, his 
creditors or creditors of his estate, S 
will not be regarded as the owner of 
the appointive assets for federal estate 
tax purposes. S will still have a wide 
range of choice if he determines that 
something should be done to curtail, 
eliminate or broaden the trustee’s dis- 
cretion in regard to income or corpus 
distributions in order to produce a 
better arrangement for the family. 


The power to appoint by will may 
authorize S to change the trustee, give 
the trustee additional discretions, create 
new powers in and do 
many other things.** Specific care must 
he taken in the exercise of the power 


beneficiaries, 


8%Sample Provision: “On the death of my said 
son, the trustees shall pay the then remaining 
principal and undistributed income to, or hold the 
same for the benefit of, such one or more of my 
said son’s issue living at his death or born there- 
after and charitable organizations as my said son 
shall appoint by a will, executed after my death, 
referring specifically to this power and meeting 
the requirements of a _ will in the State of 
under the laws of such State in 

force at the date my said son’s will is executed. 
In the exercise of this power of appointment, my 
said son may appoint outright or in trust; he may 
select the trustee or trustees if he appoints in 
trust; he may create new powers of appointment 
in a trustee or trustees or in any other appointee; 
he may, if he appoints in trust, establish such ad- 
ministrative powers for the trustee or trustees as 
he deems appropriate; he may create life interests 
or other limited interests in some of the appoin- 
tees with future interests in favor of other appoin- 
tees; he may impose lawful conditions on an ap- 
pointment; he may appoint to one or more of the 
objects of this power to the exclusion of other ob- 
jects and he may appoint different types of inter- 
ests to different objects; he may impose lawful 
spendthrift provisions; and generally he may ap- 
point by will in any manner, provided always, 
however, that no appointment shall benefit direct- 
ly or indirectly one not an object of this power.”’ 
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so that the interests created by the ex- 
ercise of the power do not violate the 
rule against perpetuities. Furthermore, 
if new powers are created by the exer- 
cise of the power, the exempt status of 
the appointive assets, so far as S’s es- 
tate is concerned, will be destroyed if 
under the controlling local law, the 
validity of interests which may be cre- 
ated by the exercise of the new power 
under the applicable rule against per- 
petuities is judged from the date the 
new power is exercised rather than from 
the date of the creation of S’s power.** 
From S’s standpoint, since the power 
to appoint by will does not give him the 


34Section 2041 (a) (3). 
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power to vest the corpus or the income 
therefrom in himself, its existence will 
not cause income from the trust to be 
taxable to him if it would not otherwise 
be so taxable.**° We must determine, 
however, whether the existence of such 
a power will cause the income to be 
taxed to A. 


The problem in regard to A arises be- 
cause Section 674 of the Internal Reve- 
nue Code makes inapplicable various 
exceptions in that Section. Bear in mind 
that the exception set forth in Section 
674(c) is the basis of the earlier con- 
clusion that the income of the discre- 
tionary trusts under consideration is 
not taxable to A. The language referred 
to is: 

“A power does not fall within the 
powers described in this subsection if 
any person has a power to add to the 
beneficiary or beneficiaries or to a 
class of beneficiaries designated to re- 
ceive the income or corpus, except 
where such action is to provide for 
after-born or after-adopted children.” 
If the objects of S’s power to appoint 

by will are. more inclusive than the de- 
scribed group among whom the trustee 
in its discretion may spray the income 
or corpus, and frequently in order to 
introduce into the arrangement the de- 


Section 678. 
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sired flexibility, the objects of his power 
should be more inclusive, does his power 
come within the quoted language and 
thus eliminate the exception that would 
prevent the income from being taxable 
to A? I think the answer to this ques- 
tion is and should be no. 


Section 674(b)(3) manifests quite 
clearly that a power to control beneficial 
enjoyment of a trust which is exercis- 
able only by the will of a person other 
than the grantor of the trust is not the 
kind of a power which will cause the 
income of the trust to be taxable to the 
grantor. The Regulations make a sensi- 
ble interpretation of the quoted langu- 
age regarding the power to add to the 
beneficiaries in the following sentence: 
“Nor does the limitation [the execption 
to the exception] apply to a power held 
by any person which would qualify as 
an exception under Section 674(b) (3) 
(relating to testamentary powers) .”°° 


The power to appoint by will in S 
should not permit appointment to A. 
Otherwise it might be successfully con- 
tended that a power exists in a nonad- 
verse party to distribute accumulated in- 
come and corpus to the grantor of the 
trust so that under Section 677(a) (1) 


Section 1.674(d)-2(b) of the Regulations. 


a 
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- the accumulated income and capital 


gains would be taxable to A.** 


The flexibility that is introduced into 
a long range estate plan by a key mem- 
ber of the family having an opportunity 
to change the plan by his will, even 
though he cannot by any change benefit 
his estate, his creditors or creditors of 
his estate, may be extremely comfort- 
ing to the family. In view of the fact 
that flexibility can be attained without 
disturbing A’s federal tax expectations, 
it should be only in the unusual situa- 
tion that such power is not included. 


Power to Appoint by Deed 
Restricted as to Objects 


A power in S to appoint by deed re- 
stricted as to objects means one where 
S at least cannot appoint to himself, his 
creditors, his estate or creditors of his 
estate. He may be restricted to a greater 
extent. An exercise of the power by 
him can be immediately operative, al- 
though the power does not have to be 
so confined, to place the assets appointed 
in a position where they can no longer 
benefit S under the terms of the trans- 
fer made by A. S can make an outright 
appointment or one in trust, may create 
new powers of appointment and gen- 
erally may have a broad discretion as 
to the arrangements which may be es- 
tablished for the benefit of the objects 
of the power.*® 

37§ is not an adverse party when he has only a 


power to appoint by will and cannot appoint to his 
estate, his creditors or creditors of his estate. 
Sample Provision: “The trustee, from time to 
time, shall pay the principal to, or hold the same 
for the benefit of, such one or more of my said 
son’s issue living from time to time, in such 
amount or amounts, as my said son may appoint 


A power to appoint by deed restr ted 
as to objects will not cause the valu. of 
the appointive assets to be include. in 
S’s gross estate for federal estate 
purposes if S possesses the power a 
time of his death or exercises the p 
during his lifetime.*® 


tax § 
the B 
wer 

Furthermore no § 


taxable gift will be made by S as « re. 


sult of the exercise of the power,” 


except possibly to the extent that the ai 
exercise of the power transfers an jivter- ‘ 
est owned by S under A’s trust. B 

If S is entitled to the net income and 


the trustee has discretion to pay corpus f 


to him, S owns the life interest under & 


the trust. If he has a power to give the 
trust property by deed immediately to 
any one or more of his issue, an exer. 
cise of the power will deprive S of his 
right to the income from the property 
appointed and thus will result in a 
transfer to that extent of his owned life 
interest under the trust. It has been held 
that the gift tax power of appointment 
provisions prevent a transfer of S’s life 
interest by this method from being a 
taxable gift.*' The proposed gift tax 
Regulations, however, are not in ac. 


by a deed or deeds delivered to the trustee in the 
lifetime of my said son. In the exercise of this 
power to appoint by deed, my said son may make 
an appointment that is immediately effective to 
confer benefits on the appointee or may make an 
appointment which postpones until his death such 
benefits; he may appoint outright or in trust 
[continue as in provision set out in note 33, sub- 
stituting ‘‘deed” for ‘“‘will.’-—Ed. ] 

Section 2041. However, the tax exempt status 
of the appointive assets so far as S’s estate is 
concerned may be destroyed if a power of appoint- 


ment is created by the exercise of S’s power. 
49Section 2514. A taxable gift may result if a 
power of appointment is created by S when lh 
exercises the power. 
“Self v. United States, 56-2 USTC par. 1161 


(Ct. Cl. 1956). 
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cord.” Thus, the possibility, if not the 
likelinood, that a federal gift tax may 
be payable with respect to the value of 
the |:fe interest owned by S which he 
transiers by the exercise of the power 
must be kept in mind in determining 
whether the power should be given to S 
and if given, whether it should be ex- 
ercised by him. 


© I£5S is only an object of the discre- 





will have a general power of appoint- 
ment and will be treated as the owner 
of the appointive assets for both estate 
and gift tax purposes.** 


The income includible in S’s gross in- 
come will not be increased by virtue of 
the existence of his restricted power to 
appoint by deed if it is assumed he can- 
not exercise the power to discharge his 
legal obligation to support and main- 
























































ter- |} tionary power given the trustee to pay tain an object of the power.‘ If the 
© income or corpus. so that in the prop- power can be so exercised, however. its 
aa I | 
and erty !aw field he is said to have only existence will increase the income in- 
pus an expectancy, is a transfer of an owned cludible in S’s gross income whether 
der [ interest made by him when he exercises the power is exercised or not because S 
the FF the restricted power to appoint by deed does not hold the power as trustee.** 
tof and thereby definitively eliminates his The final question is what will be the 
xer- — expectancy in the appointive assets? The  jncome tax consequences so far as A is 
: —s an 7] ” ° ° ° ° . 
his — answer to this question should ok ee en ee ee ne ae 
erty [M it is, then A’s federal gift tax expecta- volved and S is given a restricted power 
~ 2 o ] 
n af tions so far as S is concerned are not to appoint by deed? The answer de- 
life F defeated by giving S a restricted power pends on wieiies & ts tm ebviews 
held — to appoint by deed where the trustee has party.*° 
nent — discretion as to income or corpus, and “ ; : : 
ie ra x The exercise by S of his power where 
life F a significant protection is afforded the : : t ; 
; ; ; ‘ , the trust is one under which he is en- 
ig af family against unwise withholding of : : : 
>. ~~ titled to the net income will deprive 
tax — funds from the family by the trustee in ; ; : 
; : iid : -¢ him of such income on the appointed 
ac-— the exercise of its discretion. Even if : : 
; : assets. To this extent, he is clearly an 
' the question should be answered in the : ‘ 
in. the . - adverse party and the existence of the 
; the @ urmative, the beneficiary control over ‘ 7 : : 
- ae : <a ; power in him will not cause such in- 
make F the trustee’s discretion may be desirable a on 
ve to . - come to be taxable to A.** Where the 
ke anf if the only adverse tax consequence is s age 
— ae : . . exercise of the power only eliminates 
such F to subject S to a possible gift tax if he —, an Se: 
trust: : ; S’s chance of receiving income or corpus 
, sub fF should decide to exercise the power. 
status S’s power to appoint by deed must “Section 20.2041-1(c) (1) of the proposed estate 
esr i ie : tax regulations and Section 25.2514-1(c) of the 
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that is distributable to him in the dis- 
cretion of the trustee, that is eliminates 
his expectancy, I do not think he is an 
adverse party and if this conclusion is 
correct, the income attributable to the 
portion of the trust that is subject to 
the trustee’s discretion will be taxable 
to A when S has a restricted power to 
appoint by deed. Thus. S should not 
possess such power during the lifetime 


of A. 


No generalizations can be made as 
to the circumstances under which bene- 
ficiary controls of the trustee’s discre- 
tion as to income and corpus distribu- 
tions should be included in a trust. It 
is clear, however, that the present fed- 
eral tax laws permit considerable lati- 
tude in the selection of beneficiary con- 
trols without significant adverse tax 
results. 

A A A 

U. S. Accepts $100,000 BEQUEST 

The Federal government has agreed to 
accept $100,000 worth of gold-dipped sil- 
verware left to it for use in the White 
House under the will of Mrs. Margaret 
Thompson Biddle, former wife of An- 
thony J. Drexel Biddle Jr., one-time Am- 


bassador to European governments in 
exile. 


Designed 
for 
Estate 


Planning 








Union Bank 


Money Engineering 





& Trust Co. of Los Angeles 
8th & Hill Streets 


WE HAVE NO BRANCHES. 


TELETYPE: LA 501° BANK WIRE: SLUN 


299: 








STANDARD CLAUSES FOR WILLS 
(Continued from page 211) 


(A) One-fourth (1/4) thereof to my sister, A, if living, 
but if she be not then living, said share shall go instead in 
equal parts to her descendants living at the date of my 
death, per stirpes, but if there be none, then said share shall 
lapse and drop out. 

(B) One-eighth (1/8) thereof to my nephew, B, if living, 
but if he be not then living, said share shall go instead in 
equal parts to his descendants living at the date of my 
death, per stirpes, but if there be none, then said share shall 
lapse and drop out. 

(C) One-eighth (1/8) thereof to my nephew, C, if living. 
but if he be not then living, said share shall go instead in 
equal parts to his descendants living at the date of my death, 
per stirpes, but if there be none, then said share shall lapse 
and drop out. 

(Etc. ) 


Provided, that wherever in this Paragraph (1) it is stated 
that upon the happening of a certain contingency one of 
said shares shall lapse and drop out, then upon the happen- 
ing of such contingency, the share so lapsed and dropped 
out shall go instead to increase the shares or share of the 
survivors or survivor of the persons named in this Paragraph 
(1) and the shares or share of such descendants of the per- 
sons named as may be entitled above to receive their an- 
cestor’s share under the provisions of this Paragraph (1), in 
each case in the same proportions as hereinabove set forth 
for the shares originally given under this Paragraph (1) ; 
and provided further, that if any of the persons entitled to 
a share hereunder is a minor under the age of twenty-one 
(21) years, the share of such person shall be subject to the 
provisions of Clause ___________ hereof. 

(2) The other of said two (2) equal parts shall go as 
follows, to wit: 

(AY One-tenth (1/10) thereof to D, cousin of my said 
husband, if living, but if she be not living at said date of 
my death, then this part shall be added to the nine-tenths 
(9/10) disposed of in Paragraph (B) immediately following 
and shall go as a part thereof. 

(B) Nine-tenths (9/10) thereof in equal shares to my 
said husband’s brother, E, my said husband’s brother, F, 
and my said husband’s sister, G, provided that if any of said 
persons shall be deceased and shall leave descendants living 
at said date of my death, such descendants shall represent 
their ancestor, per stirpes, and take said ancestor’s share 
(subject to the provisions set forth in Clause —_______ as 
to the share of any said descendants who may be a minor) ; 








“I'm not one of the family. I just thought if there was 
anything left over—” 
Reprinted by special permission of CASE AND COMMENT. Copyright 1957 


by The Lawyers’ Cooperative Publishing Company and Bancroft-Whitney 
Company. 





otherwise, said share shall go instead to increase the shares 
of the others of said persons, or their descendants, per 
stirpes, in case any of them be deceased at such time and 
leave such descendants. 


20.13 


I give, devise and bequeath all of the rest, residue and 
remainder of my property, real and personal, wherever sit- 
uate and whether acquired before or after the execution of 
this Will, as follows, to wit: 

(a) Fifty per cent (50%) thereof to my brother, A, pro- 
vided that he survives me, but if he does not survive me, then 
said property shall go in equal parts to his children, if liv- 
ing, but if no child of A shall be living at the time of my 
death, then said property shall go to increase the bequest 
and devise provided for hereunder in Part (b) of this Clause. 

(b) Fifty per cent (50%) thereof to my brother, B, pro- 
vided that he survives me, but if he does not survive me, then 
said property shall go in equal parts to his children, if liv- 
ing, but if no child of B shall be living at the time of my 
death, then said property shall go to increase the bequest 
and devise provided for hereunder in Part (a) of this Clause. 


20.14 


If my husband shall survive me, I give and bequeath all 
of the rest, residue and remainder of my property, wherever 
situate and whether acquired before or after the execution 
of this Will, as follows, to wit: 

To my son, A, and my daughter, B, in equal parts any and 
all life insurance policies, if any, which I may own on the 
life of my husband, C. 

All other property shall go, etc. 


Crossover bequests — another form 


Specific mention in a residuary clause 
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' CLASS 22: CREATION OF TRUST 


Ii is important to vest fee simple interests rather the augmented trust was not shown to have been ex- 
than life interests or other terminable interests in the ecuted conformably to the statute of wills. It was in 
trustees, regardless of the fact that the trust may last final form, however, prior to the execution of the 
for only a limited period. This is necessary so that the codicil which happened to amend the bequest to it. See 
trustees may deal with the assets as owners. also Annotation, “Validity of testamentary gift to ex- 

The description of the trustee should probably in- isting non-religious, non-educational, or non-charitable 
clude a reference to the fact that it is a corporation, trust,” 8 ALR2d 614. 
if such be the case, and its location. These items have It has even been held that a living trust could be 
been omitted for brevity in the clauses under this class. incorporated by reference, although the living trust 

Frequently a testator will desire to add assets to was subject to amendment and revocation. Montgomery 
another trust, either an existing trust theretofore v. Blankenship, 217 Ark. 357, 230 SW2d 51, 21 ALR2d 
created by the testator or possibly a trust created by 212. It would not appear advisable, however, to 
some other person. One must be sure, of course, that rely upon this being the ruling in all jurisdic- 
the trustees of the trust which is to be augmented have tions. See Annotation, “Provision of will incorporating 
authority to receive additional assets. This authority existing trust or making gift to the trustee as effective, 

so would not follow as of course. notwithstanding settlor’s reservation of power to change 
“4 Problems of validity may arise when trust assets are or revoke,” 21 ALR2d 220, and “Pour-Over Wills,” 
m added to another trust. As an example, the existing by Christian M. Lauritzen II, November 1956 Trusts 
: trust may be non-testamentary in character and may and Estates, p. 992. If a trust is created which is in- 
” not have been created with testamentary formalities. tended to comply with the provisions of the Internal 
eT The question then arises whether property may be Revenue Code concerning the marital deduction for 
id added to it by a will, since the terms of the gift will purposes of estate tax, it may be advisable to de- 
not be found entirely within a document executed with nominate such a trust as a marital trust, not only to 
3 testamentary formalities. It was held in the case of throw some light on the interpretation of the terms of 
| Re Edwin J. York’s Estate, 95 N.H. 435, 65 Atl.2d 282, it, but also as an assistance to the executor or other 
id § ALR2d 611, that such a bequest was valid even though persons dealing with the trust. 
it- 
of § Residue in trust 22.1 Creation of trust contingent on wife’s survival 22.2 
) I give, devise and bequeath all the rest, residue and In the event that my said wife, A, shall survive me, then 
= remainder of my property, real and personal, wherever sit- all of the rest, residue and remainder of my property, real 
ik uate, and whether acquired before or after the execution of and personal, wherever situate, and whether acquired before 
"Et this Will, to the __...............-. Trust Company (or Bank), or after the execution of this Will, I give, devise and be- 
he In Trust, however, for the following purposes, to wit: queath unto the ____________._. Trust Company (or Bank), 
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and to its successors In Trust, for the following purposes, 
to wit: 

Said TRUSTEE shall take possession of, hold, manage and 
control said property, with power to rent or lease the same, 
and shall collect all rents, income, issues and profits thereof. 
It shall also have such other powers and duties as are here- 
inbelow set out in Clause 


22.3 


Provided that A survives me, I give, devise and bequeath 
all of the rest, residue and remainder of my property, real 
and personal, wherever situate and whether acquired before 
or after the execution of this Will, unto A and B and their 
successors, as TRUSTEES, to be held In Trust by them for the 
following uses and purposes, to wit: 


Residue in trust if A survives testator 


22.4 


I give and bequeath to the TRUSTEES hereinafter named, 
and to their successors In Trust, the sum of __...._.._______. for 
the benefit of A, who shall receive the income thereof during 
his life, as hereinbelow provided. 

Said sum shall be set apart by my EXECUTORS either in 
cash or in securities at their fair value as determined by my 
EXECUTORS, and any such determination so made in good 
faith shall be binding on all concerned. Such assets shall be 
turned over to said TRUSTEES as promptly as practicable after 
my death, and the income thereon shall be deemed to accrue 
to said Trust Estate from and after the date of my death. 


22.5 


Whereas, I may purchase a residence for use of myself 
and my said wife, and in the event that I own the same at 
the time of my death, it is my desire that my said wife shall 
be entitled to live in it rent free so long as she may desire. 

Now, therefore, in the event that my said wife, A, shall 
survive me, I give and devise any such residence owned by 
me at the time of my death, to my said wife, A, and to my 
said daughters, B and C, and their successors, as TRUSTEES, 
to be held In Trust by them, however, for the uses and pur- 
poses set forth in Clause ______________ hereof. 


Separate sum in Trust 


Residence in trust for wife 


22.6 

In the event that my said wife, A, shall survive me, I give, 
devise and bequeath all of the rest, residue and remainder 
of my property, real and personal, wherever situate and 
whether acquired before or after the execution of this Will 
as follows, to wit: 

(a) I give, devise and bequeath forty per cent (40%) 

thereof to _ _ Trust Company (or Bank), 
and its successors, as TRUSTEE, to be held In Trust by 
it, however, for the uses and purposes set forth in 
Clause hereof. 
I give, devise and bequeath the remaining sixty per 
cent (60%) thereof in equal shares to my said daugh- 
ters, B and C, absolutely, if living at the time of my 
death, and to their respective descendants then living, 
per stirpes, if either or both of them be deceased. 


Stated per cent in trust 


General distribution if living children are 21 years 


22.7 


In the event that my said husband does not survive me, I 
give, devise and bequeath all of said rest, residue and re- 
mainder of my property, real and personal, wherever situate 
and whether acquired before or after the execution of this 
Will as follows, to wit: 

1. If one or more of my children are living at the time 


old, otherwise in trust 
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of my death, and all of said then living children shall h 
attained the age of twenty-one (21) years, said prope ty 
shall be paid over and distributed, in equal parts, to my <:i 
children, and to the descendants of any child of mine \ }; 
may not have survived me, the descendants of any s ¢ 
deceased child of mine to take such deceased child’s sh«re, 
per stirpes, (subject to retention in Trust for such des: en. 
dants in accordance with Clause of this Will) 

if any child of mine shall not be living at the time of my 
death and shall have left no descendant then living, the s!). 
of such deceased child of mine shall drop out, thereby 
creasing the share of my other children or the descendants 
of any deceased child of mine, as the case may be. 

2. If one or more of my children are living at the time 
of my death, and not all of said then living children shall 
have attained the age of twenty-one (21) years, then, in such 
event, all of said property shall go to - _ Trust 
Company (or Bank), and to its successors, as TRUSTE! to 
be held In Trust by it for the uses and purposes hereinafter 
set forth in Clause of my Will. 

3. If none of my children is living at the time of my 
death, said property shall be paid over and distributed. in 
equal parts, per capita, to the then living descendants of my 
said children, (subject to retention in Trust for such descen- 
dants in accordance with Clause _. _ of this Will) 
and if there be no such descendants, then said property shall 
be divided into two (2) equal parts and shall go as follows: 


Bequest of one-half of residue, but not less than x 
dollars in trust 22.8 


I give, devise and bequeath all of the rest, residue and 
remainder of my property, real and personal, of whatever 
nature, wherever situate and whether acquired before or 
after the execution of this Will, to the following named per- 
sons, upon the following terms and conditions, and in the 
following shares and proportions: 

(a) One-half thereof to the Trust Company (or 
Bank) In Trust, as TRUSTEE for my daughter, A, with 
the powers and duties and under the terms and condi- 
tions hereinafter stated, provided, however, that if, 
at the date of my death; the fair market value of this 
bequest does not equal the sum of _____________ DOLLARS. 
then said TRUSTEE shall also receive out of said resi- 
due and remainder sufficient money, property, or se- 
curities to bring the fair market value of this bequest 
up to __......... DOLLARS. Provided that if my 
daughter, A, does not survive me this present bequest 
shall become a part of the residue of my estate. 

The remainder of my said estate, after providing for 
said bequest “(a)” above to said TRUSTEE, shall 
be divided, etc. 


Creating a marital trust with income to widow for 
life, ete. 22.9 
Provided my said wife shall survive me, I give, devise 

and bequeath the remaining fifty-five per cent (55°. ) of 

said rest, residue and remainder of my said property to 

ae _ Trust Company (or Bank) and to its sue: 
cessors, aS TRUSTEE to be held by it IN A SEPARATE TRUST, 
however, for the following purposes, to wit: 

Said TRUSTEE of this Trust shall take possession of. hold. 
manage and control said property, and shall collect all rents. 
income, issues and profits thereof. 

Said Trust Estate may be known as the Trust under C'ause 

of my Last Will and Testament. It she'l be 
administered, and the assets, books, and records thereo! shall 
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be sept, separate and apart from any other Trust created 
by ‘his Will. 

Said TRUSTEE shall pay all costs, taxes and expenses of 
said Trust, (meaning the Trust under this Clause —______ ), 
inc'uding compensation of said TRUSTEE, and shall disburse 
the entire net income of said Trust remaining in its hands, 
in monthly or other convenient installments, but at least 
annually, to my said wife so long as she shall live. Said pay- 
ments shall accrue from the date of my death. 


Upon the death of my wife, said Trust shall terminate. 
and the corpus remaining, after all proper deductions and 
expenses, including compensation of said TRUSTEE, shall 
have been made, shall vest in and be paid over and dis- 
tributed to the persons and in the manner set forth below in 
Se Ts hereof. 


Denominating a “‘marital trust” 


22.10 


Said TRUSTEE shall take possession of said property and 
shall hold the same in a Trust, herein sometimes called the 
“marital trust,” and which shall be kept separate and apart 
from any other Trust hereinafter created, and it shall hold, 
manage and control said property, and shall collect all in- 
come, issues and profits thereof. Other powers and duties of 
the TRUSTEE of this Trust are set out elsewhere in this Will, 
and shall apply as fully as if copied here. 


Reference to a nonmarital trust 


22.11 


Said TRUSTEE shall take possession of said property and 
shall hold the same in a separate Trust, which shall be kept 
and administered separate and apart from the “Marital 
Trust,” if there be one under the provisions of Clause 
a _..... hereof. Said TRUSTEE shall hold, manage and 
control said property, with power to rent or lease the same, 


and shall collect all rents, income, issues and profits thereof. 
Other powers and duties of the TRUSTEE of this Trust are 
set out elsewhere in this Will, and shall apply as fully as if 
copied here. 


Conveyance to an existing trust 


22.12 

I hereby give, devise and bequeath all of the rest and 
residue of my estate, real and personal, wherever situate, to 
Ti I ic tccctcsnic cet Trust Company, TRUSTEES of the 
“Mary Smith Trust” or their successors In Trust, to have 
and to hold for the uses and purposes set forth in a certain 
conveyance in trust dated _...., executed in triplicate 
by myself as Grantor, and by said TRUSTEES as Grantees, 
whereby said Trust was created. The income from said rest 
and residue, during the life of said Trust, and the corpus 
thereof at the termination of said Trust, shall be, at all 
times, distributed to the same persons and in the same pro- 
portions as if I had originally included the same with the 
other assets by said conveyance of ., transferred 
in Trust as aforesaid; and the TRUSTEES shall have, with 
respect to said rest and residue and every part thereof, the 
same powers and the same succession, and a right to the 
same basis of compensation as in said Trust conveyance 
fully specified. 

(To be continued in the next issue) 
A A A 

Adelphi College on Long Island doesn’t go in for playing 
the horses, but it got $2,972 from a horse anyway. The late 
Mrs. Kate L. H. Williams, an dlumna of the class of 1903, 
left a bequest to the college and also provided in her will a 
$50,000 trust fund to care for her pet gelding. The 13-year- 
old horse died recently without having anywhere near ex- 
hausted the fund and the balance has been divided among 
institutions named in the will. 
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WILLIAM G. SELBY, scion of the 
founder of Selby Oil Co. which at its 
merger with Texas Company in 1948 
was one of the country’s principal oil 
drilling firms, left an estate in excess of 
$10,000,000. During his lifetime Mr. Sel- 
by had set up a charitable Foundation 
with the Palmer First National Bank and 
Trust Company of Sarasota, Fla., into 
which he annually funneled gifts of 
Texas Company stock to the limit of his 
allowable deductions. His will, which 
names the trust company as executor, 
devised to the State of Ohio an ancestral 
farm with the directions that the proper- 
ty be used as an experimental farm and 
for reforestation, and for all other kinds 
of agricultural experiments. Bequests 
mainly of Texas Company stock to named 
individuals total approximately $400,000. 

The balance of his estate is divided 
into two equal parts, one part of which 
was left in trust with the trust company 
for the benefit of his surviving wife to 











PARKE-BERNET 
GALLERIES, Inc 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 

AT PUBLIC AUCTION 


From 
Distinguished Sources 
AND 


PARKE-BERNET - Inc 
MACHINERY, SURPLUS AND 
REAL ESTATE DIVISION 


A Subsidiary 


For Public Auction Sales 
throughout the United States 
of all types of industrial prop- 
erties, products, materials, 
government surplus, real 
estate, etc. 


Write for information 
regarding the Parke-Bernet 
method of selling personal or 

industrial properties at 
public auction 


ARRRAAA FRA AA RQ AAA eee 














304 

















i, 
a 
( “oa ry y 
Ge Y yy 
WAN = ai JN tA 


qualify for the marital deduction. The 
second portion goes to the trust company 
as trustee under the Foundation created 
by himself during his lifetime. The Foun- 
dation is a perpetual trust requiring that 
the principal remain intact and that the 
income only be used to furnish scholar- 
ships for needy students particularly 
along the lines of scientific and medical 
research. The powers of the committee 
managing the Foundation are sufficiently 
broad to permit nearly every form of 
charitable operation. 


FRANK STANLEY BEVERIDGE, who built 
houseware selling parties in homes into 
a business (Stanley Home Products, 
Inc.) which grossed over $58,000,000 in 
1955, bequeathed to his wife, if living on 
the tenth day following his death, all 
“tangible personal property,” defined to 
exclude “money, currency, checks, bond 
coupons, notes, insurance policies, stocks, 
bonds, checking accounts, savings ac- 
counts in banks, credit balances with 
brokers, savings bank books and all types 
of securities.” She also receives a cash 
legacy of $25,000. 


To Springfield (Mass.) College, Mr. 
Beveridge, who started his career as a 
door-to-door salesman for Fuller Brush 
Co., left $160,000 less any amounts paid 
since Dec. 1, 1955, “as shown by my 
financial records.” A Foundation bear- 
ing his name receives 25,000 shares of 
non-voting stock in his company, the in- 
come only to be applied in the judgment 
of the trustees to maintain a park, any 
remaining income to be used for the gen- 
eral purpose of the Foundation. 


Two daughters are each given 5,000 


shares of voting stock. The husband of 
one of them receives 400 such shares «nd 
$84,000 which may be satisfied in ‘he 
discretion of the executors by property 
valued as of the date of distribution. 
Among the bequests to employees is one 
of $25,000 and the income from 2.‘00 
shares of Stanley non-voting stock or 
such lesser number as is valued at 
$75,000, the stock to be held by the 
trustees of the Foundation. 


A trust of $100,000 is created for the 
benefit of three of Mr. Beveridge’s 
grandchildren. Income and principal are 
to be applied in the discretion of the 
trustees — two individuals and Third 
National Bank and Trust Co. of Spring- 
field, also named as executors — for 
their maintenance, medical needs and 
education until each reaches age 28 when 
he will be entitled to withdraw one-half 
of his share of principal then remaining. 
At 35 the balance may be withdrawn 
but meanwhile the trustees are 
powered to pay out the principal. 


em- 


All voting common stock not previous- 
ly bequeathed is placed in trust with an 
individual trustee to accumulate up to 
$5,000 income annually (more if neces- 
sary in the trustee’s discretion) until 
such time as the fund is deemed ade- 
quate to pay each of eight grandchildren 
$5,000 at age 25 and every ten years 
thereafter during their lifetime. Income 
not accumulated is payable to Mrs. 
Beveridge. Any amount remaining at the 
death of the last survivor is to be dis- 
posed of as provided in the residuary 
trust. The first named trustees succeed 
this individual upon the first to happen 
of the following events: (1) her attain- 
ing age 73 or her prior death or resig- 
nation; (2) appointment by the court 
of a conservator or guardian; (38) con- 
mitment or entry into a mental institu- 
tion; (4) sale of all Stanley stock held 
by trust; (5) dissolution of company. 

The residue goes to the three trustees 
to pay the income to Mrs. Beveridge 
who is given an unlimited power to ap- 
point the principal by a will, executed 
before or after Mr. Beveridge’s death, 
specifically referring to this power. 
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TRUST PERSONNEL CHANGES 


ALABAMA 
Mobile F. C. Wiatt advanced to trust officer; 
MERCHANTS H. A. Dinham named asst. trust of- 
NATIONAL BANK ficer. 


ARIZONA 


F. L. Gibson promoted to vice presi- 
dent and trust officer at Phoenix; 
Frank M. Votaw to the same position 
at Tucson. George W. Hoel, formerly 
of First NATIONAL BANK OF ARIZONA, Phoenix, named asst. 
trust officer. 


Phoenix & Tucson 
VALLEY 
NATIONAL BANK 


ARKANSAS 
Little Rock Aubrey Williams named trust offi- 
WoORTHEN BANK cer. 
& Trust Co. 
CALIFORNIA 


Los Angeles 
TITLE INSURANCE 


Elected assistant secretaries in the 
tax division were Donald R. Mac- 


& Trust Co. Lagan and Kenneth Beach. 
COLORADO 

Denver V. T. Reece, Jr., promoted to trust offi- 
CENTRAL BANK cer; J. R. Lincoln named asst. trust 
& Trust Co. officer. 

CONNECTICUT 

Stamford Thomas F. Richardson advanced from 
STAMFORD asst. trust officer to asst. vice presi- 
Trust Co. dent; Edward W. Miller named 


asst. comptroller; Harold T. Downey 
changed from asst. treasurer to the trust department as asst. 
trust officer; and Malcolm MacCallum appointed field repre- 
sentative of the trust department. 


Richardson is a graduate of Deerfield Academy and Col- 
gate U.; Miller, a graduate of Choate School and Dartmouth, 
has been with the trust department since 1948 and manager 
of the statistical department since 1954; and MacCallum, 
past president of the Bridgeport Life Underwriters Associa- 
tion, has held various offices in the State Association. 


FLORIDA 


Miami Beach Frank Smathers, Jr., elected president 
MIAMI BEACH FirsT succeeding F. Lowry Wall, who con- 
NATIONAL BANK tinues as chairman and chief execu- 

tive officer. Smathers, who has hereto- 
fore been serving as assistant president and trust officer, is 
chairman of the Dade County Bankers Association and presi- 
dent of the Corporate Fiduciaries of Southeast Florida. 


Walter A. Wrase, trust officer, given the added title of 
asst. vice president; and Glen E. Smith and Dennis Clum 
raised to trust officers. 


Pe G1Bson 





MALCOLM MACCALLUM 
Phoenix Stamford 
Marcu 1957 





Quincy 
QUINCY 
STATE BANK 


E. B. Woodbery named vice president 
and trust officer. 


GEORGIA 


Atlanta Charles Wilson Clounts named trust 
CITIZENS & SOUTH- operations officer. He has been with 
ERN NAT’L BANK the bank since 1925. 


Atlanta James E, Hixson joined the bank as 
FULTON asst. vice president and director of 
NATIONAL BANK advertising. James C. Shelor, vice 

president, who formerly directed the 
bank’s advertising and public relations activities, will devote 
his entire time to the rapidly expanding activities of the trust 
department. Hixson formerly was with Charles A. Rawson 

& Associates, agency which handles the Fulton National 

account. 


Atlanta Alfred D. Boylston, Jr., advanced to 
TRUST COMPANY senior vice president. With the bank 
OF GEORGIA 30 years, Boylston is head of the trust 

department. 
ILLINOIS 
Ashland Walter R. Lohman, previously cashier 


STATE BANK and trust officer, elected president suc- 
ceeding the late R. F. Mau. O. W. 
Perry became vice president and trust officer; Wilbur M. 
Hoffman, asst. vice president and asst. trust officer. 
Chicago 
DROVERS TRUST 
& SAVINGS BANK 


Lester C. Wetzel advanced to vice 
president and trust officer. 


Chicago Lawrence Nelson, Jr., name trust offi- 
LAKE VIEW TRUST cer. 
& SAVINGS BANK 
Chicago 
MARQUETTE 
NATIONAL BANK 


Robert J. Wesley appointed trust offi- 
cer and a director. 


Chicago 
STANDARD 
STATE BANK 


Michael W. Collins, vice president and 
trust officer, elected to the board. 


Danville Ray Reents named assistant to the 
FIRST trust office. Reents has been a trust 
NATIONAL BANK examiner in the state banking de- 

partment. 

Evanston Miss Alice Gould appointed admin- 
STATE BANK istrative assistant in the trust depart- 
& Trust Co. ment. A graduate of Northwestern 


U. and of John Marshall Law School, 
Miss Gould formerly practiced law in Chicago. 
Lake Forest 
FIRST 
NATIONAL BANK 


Ronald E. Moss elected asst. trust of- 
ficer. He has been with the bank since 
graduation from Lake Forest College 
in ’54. 


Peoria Warren M. Webber, trust officer, re- 
COMMERCIAL ceived the additional title of vice 
NATIONAL BANK president. 

INDIANA 


Columbus 
IRWIN UNION 
BANK & TRUST Co. 


Wilbur Anderson, the first college 
student to take advantage of Irwin’s 
student training program, elected asst. 
trust officer. Anderson worked in all 
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department of the bank while attending Indiana U. during the 
summer of 1952. Since his return in early 1956 from duty 
in the U. S. Air Force, he has been with the trust depart- 
ment. 


John H. Kealing named asst. trust 
officer. Everett E. Lett, with the bank 
since 1916, retired with that title. 


John P. Donnelly elected trust officer, 
giving up his law practice to devote 
full time to his new duties. For five 
years he was legal research editor for 
Commerce Clearing House, Inc. 


KANSAS 


Mel W. Perry, Jr., elected president 
succeeding Lloyd Hutchison, who be- 
came chairman, Jack V. Etchen, asst. 
cashier, named also asst. trust officer. 
Perry has been executive president and trust officer since 
joining the bank last year. 


KENTUCKY 


Indianapolis 
INDIANA 
NATIONAL BANK 

Michigan City 
CITIZENS 
BANK 


Kansas City 
EXCHANGE 
STATE BANK 


Louisville Advanced to trust officers were Hubert 
LOUISVILLE Early, Albert V. Hamm and Gorman 
Trust Co. J. Roberts. 

LOUISIANA 

Lafayette George Arceneaux elected vice presi- 
GUARANTY BANK dent and continues as asst. trust offi- 
& Trust Co. cer and cashier. 

MARYLAND 

Cumberland Hugh D. Shires named trust officer. 
FIRST 
NATIONAL BANK 

Frederick Edward J. Wetzel appoined asst. 
FARMERS & trust officer. 


MECHANICS-CITIZENS 
NATIONAL BANK 


MINNESOTA 


Raymond E. Chabot named vice presi- 
dent and trust officer and head of the 
trust department succeeding John R. 
Colbeck who retired after 36 years of 
banking; George A. Kreager, Jr., elected asst. trust officer. 


St. Paul John T. O’Connor elected asst. vice 
EMPIRE president in addition to his present 
NATIONAL BANK title of trust officer. 


MISSOURI 


Stuart L. Murdock named trust in- 
vestment officer. His duties will con- 
sist of analyzing securities and mak- 
ing recommendations to the bank’s 
trust committees, filling a new position in the trust depart- 
ment. A graduate of Yale, Murdock obtained his master’s 
degree in business administration from Stanford U. He 
comes from Brown Brothers Harriman & Co., private 
bankers, where he specialized in portfolio management in 


Duluth 
NORTHERN MINN. 
NATIONAL BANK 


Kansas City 
City NATIONAL 
BANK & TrusT Co. 





E. H. MELHORN 
Philadelphia 


E. H. ROBBINS 
Montclair 


STUART L. MURDOCK 
Kansas City, Mo. 
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HOWARD KOSTER 
New York 


E. H. ECKFELDT, JR. 
New York 


RICHARD BoyD 
New York 


the investment advisory department, previous to which he 
was with Bank of New York. 


W. L. Hager promoted from president 
to chairman of the board and chief 
executive officer; Frank Railton, 
named president and trust officer, 
previously was executive vice president and trust officer. 


Jefferson City 
EXCHANGE 
NATIONAL BANK 


NEW HAMPSHIRE 


George F. Thurber, president since 
1935, elected chairman of the board 
and trust officer; Francis E. Nugent 
advanced from executive vice presi- 
dent to president. 


NEW JERSEY 


Nashua 
SECOND 
NATIONAL BANK 


Montclair Elmore H. Robbins, with the bank 
MONTCLAIR over 25 years, all in trust banking, 
Trust Co. elected trust officer. 


NEW YORK 


John H. Rider named asst. trust offi- 
cer, Buffalo office; R. Murray Fitz- 
simmons promoted from vice president 
and trust officer to vice president and 
manager of Lockport; and Francis B. Grow named trust 
officer there. 


Buffalo & Lockport 
MARINE TRUST Co. 
OF WESTERN N. Y. 


Jamestown Harold C. Gross, asst. cashier and 
STATE BANK asst. trust officer, promoted to asst. 
oF ALBANY vice president and asst. trust officer. 


New Rochelle James V. Merry named asst. trust 
FIRST WESTCHESTER Officer. 
NATIONAL BANK 


New York In the pension trust division, Richard 
BANKERS Boyd, Edward H. Eckfeldt, Jr. and 
TRUST Co. Howard Koster, formerly asst. trust 


officers, named asst. vice presidents. 

Boyd, in pension trust work since 1941 when he joined the 
bank, and Eckfeldt, with Bankers since 1929, are graduates 
of Princeton; Koster, on the staff since 1942, has a BBA 
Degree from St. John’s U., an MBA from New York U., 
and is curently attending Harvard’s Advanced Management 
Program. 
New York 

City BANK 

FARMERS TRUST Co. 


John J. Kinsella and John G. Wins- 
low promoted to trust officers; and 
Daniel Firsty, Harold E. Melville and 
Jean-Louis Terry appointed asst. trust 
officers. 


NORTH CAROLINA 


Walter A. Hiatt, Jr., elevated to trust 
officer. 


Greensboro 
SECURITY 
NATIONAL BANK 


Greensboro Sam T. Thorne, Jr., elected vice presi- 
WACHOVIA BANK dent and trust officer in charge of the 
& Trust Co. Greensboro office trust department. 

Greenville Joseph S. Moye advanced from cashier 
GUARANTY BANK and trust officer to vice president and 
& Trust Co. cashier. 
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Ss. M. DRIESSEN 
Milwaukee 


JAMEs T. BRICK 
Sioux Falls 


H. S. FRENCH 
Milwaukee 


Wadesboro Adam Lockhart promoted from cash- 
BANK OF ier and trust officer to executive vice 
WADESBORO president; W. LeGrand Bennett to 

vice president and trust officer. 

Wilson E. B. Crow elected senior vice presi- 
BRANCH BANKING~ dent and comptroller; F. Shelby Cul- 
& TRusT Co. lom named vice president and trust 


officer; J. B. King (at Wilson) and 
B. C. Allen (transferred to Goldsboro) named trust officers. 


OHIO 
Akron William L. Smith advanced from asst. 
FIRST trust officer to asst. vice president. 


NATIONAL BANK 


OREGON 
Portland Julian R. Smith promoted to trust 
BANK OF officer. A graduate of the U. of Ore- 


CALIFORNIA N.A. gon in 1930, Smith also graduated last 
year from the Pacific Coast Banking 
School trust division and his thesis on Oregon inheritance 
tax and estate planning was placed in the University of 
Washington library. He is a past president of the Trust 
Companies Association of Oregon. 


Portland 


UNITED STATES 
NATIONAL BANK 


Promoted to trust officers were J. D. 
Bird, W. R. Bradshaw, H. E. Butler, 
H. F. Prideaux, L. S. Severance, and 
G. M. Tretheway; elected asst. trust 
officers were R. L. Ameele, W. M.Holmes, W. E. Jordan, J. 
A. Labadie and J. B. Woodward, Jr. 


PENNSYLVANIA 


Philadelphia 
First PENNSYL- 
VANIA BANKING 
& Trust Co. 


Philadelphia Seibert L. Dorner and Donald C, Mac- 
GIRARD TRUST CoRN Farland appointed asst. trust officers; 
EXCHANGE BANK Henry F. Grimm named asst. invest- 

ment officer; and Robert M. Town, 
Jr., estate planning officer. 


J. William Blane became a trust of- 
ficer, and John E. Renner an assistant 
secretary in the trust department. 


Philadelphia Edwin H. Melhorn raised from as- 
PROVIDENT sistant secretary to asst. vice presi- 
Trust Co. dent and continues in charge of the 


corporate trust department. He joined 
the bank in 1930 after graduation from the Wharton School 
of Finance, U. of Pennsylvania. 


Philadelphia A. Robert Bast retired as vice presi- 
TRADESMENS BANK dent in charge of the trust depart- 
& Trust Co. ment and his duties and title as- 

sumed by Frank T. Howard; Patrick 

: A. Brady name asst. trust officer. 

| Pittsburgh Richard O’Neill Duff elected trust of- 

f FIDELITY 


ficer. Duff joined the trust depart- 

Trust Co. ment a year ago, is a former assistant 

' general counsel of the City of Pitts- 
urge 


. Housing Authority and assistant personnel director at 
Princeton U. 


Marcu 1957 


James H. Marshall, a former employee of the commercial 
department, named asst. secretary in the trust department; 
and Martin C. Hoffman elected a trust officer. 


Reading F. Leon Minker advanced to senior 
BERKS COUNTY trust officer. 
TRUST Co. 
SOUTH CAROLINA 
Greenville Eugene E. Wells, vice president and 
PEOPLES trust officer, elected to the board of 


NATIONAL BANK directors. 


SOUTH DAKOTA 


James T. Brick elected vice president 
and trust officer. Graduate of the U. 
of South Dakota with degrees in law 
and business administration, Brick, 
prior to joining the bank in 1953, was engaged in law prac- 
tice. 


Sioux Falls 
NATIONAL BANK OF 
SoutH DAKOTA 


TENNESSEE 
Memphis James C. Kennon promoted to trust 
NATIONAL BANK officer. 
OF COMMERCE 
TEXAS 
Dallas Named asst. trust officers are Law- 
FIRST rence H. Budner and Richard M. 


NATIONAL BANK Hart; John H. Dickson, asst. cashier, 
given the added title of asst. trust 


officer. 


Houston Kenneth K. Mauldin promoted to trust 
Houston BANK officer. Mauldin joined the trust de- 
& TRusT Co. partment last June, prior to which he 

was with Fort Worth National Bank 
for more than 25 years. 
VERMONT 

Montpelier George H. Amidon elected vice presi- 

MONTPELIER dent and trust officer; Evald O. John- 


NATIONAL BANK son, who most recently served as trust 
officer, named asst. vice president. 


Amidon is Treasurer of the State of Vermont. 


VIRGINIA 


Mrs. Nell C. Saylor promoted to asst. 
cashier and asst. trust officer; Col. 
Mark A. H. Smith resumed his duties 
as asst. vice president and trust offi- 
cer upon his retirement from the Army February 1. 


Alexandria 
BURKE & HERBERT 
BANK & Trust Co. 








The cage and administrative quarters of the trust department 
of City National Bank & Trust Co., Kansas City, Mo. Formerly 
located in one wing of the second floor, the department recently 
took over most of the fourth floor of the bank building, tripling 
its space. The new area includes reception room with officers’ 
quarters, a library, corporate division area, vaults and operations 
area. A specially designed room houses IBM machines which will 
be used by other departments as well. 
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WEST VIRGINIA 


Charleston 
CHARLESTON 
NATIONAL BANK 


officer. 


Fairmont 
FIRstT 
NATIONAL BANK 


Huntington 
First HUNTINGTON 
NATIONAL BANK 


officer. 


John A. Hopkins advanced to trust 


Franklin H. Proudfoot elected asst. 
cashier and trust officer. 


T. J. S. Caldwell became a trust 


EDWIN R. MACKETHAN 
Norfolk 
(Correction of photo 


Wheeling William A. Makofsky elected vice in Sad doens) 
SECURITY president and trust officer; A. D. 
TRusT Co. Bowie, vice president, secretary and Oshkosh 
treasurer. First 
WISCONSIN NATIONAL BANK 
Janesville Audrey Mallon named asst. trust of- Sheboygan 
SECURITY 


Rock County SAV- _ficer. 


INGS & Trust Co. 


NATIONAL BANK 


Kenosha William Thurn, vice president and 
FIRST trust officer, elected president upon Montreal 
NATIONAL BANK the retirement of Lynn T. Hannahs, MoNTREAL 
who will remain on the board. L. M. Trust Co. 


Brickley advanced to asst. vice president and trust officer; 


Miss Marie Ludwig to trust officer; and J. M. Strom to asst. 


trust officer. 


Robert N. Bell and M. Nicholas Fox 





L. B. ASHTON 
Montreal 


G. F. HARKNESS 
Montreal 


Clyde W. March elected trust officer 
and asst. vice president, 


J. H. Schilder promoted to vice presi- 
dent and trust officer; R. J. Nickodem 
made asst. trust officer. 


CANADA 
Gordon F. Harkness and Lorne B, 
Ashton appointed asst. genera] man- 
agers of the company. Harkness was 
previously general supervisor and 


served as manager at the Toronto office from 1945 to 1948. 


Ashton was formerly supervisor of staff. 


Milwaukee . Montreal 
First WISCONSIN promoted to trust officers; Edwin RoyAL 
Trust Co. Mack Greenthal appointed asst. trust Trust Co. 


officer. Bell is in the investment de- 


partment, Fox in estate planning, and Greenthal in personal 


trust. 


Milwaukee 
MARSHALL & 
ILSLEY BANK 


will continue as a vice president. 


Sherburn M. Driessen and H. S. 
French advanced to vice presidents 
and trust officers; A. W. Anderson, P. 
K. Dressler and L. B. Schellinger to 
asst. vice presidents and asst. trust officers. Joseph C. Moser 
retired from active management of the trust department, but 


Rene C. de Lery retired as manager 
of the Quebec branch and William 
Leighton appointed to succeed him. 
At Toronto, Walter Arch succeeds 


Conrad F. Harrington as manager, the latter now being asst. 


general manager resident in Toronto and supervisor of On- 


tario branches. 


Liverpool 
MARTINS BANK 
LTD. 


ENGLAND 
W. S. Roberts retired last year as 
Trustee Manager and is succeeded in 
that position by H. C. S. Whalley, 
ACA, hitherto Trustee Sub Manager. 








PYPOPVPVTVVY 


EMPLOYMENT EXCHANGE 


BLOC LOLOL lll lll ll ll 








Address correspondence to Trusts 

and Estates, 50 E. 42nd St., New 

York 17, attention Employment Ex- 

change, with code number. 

Trust operations officer sought by Bos- 
ton bank. See ad H-73-1 

Growing trust department in Ohio 
seeks trust officer, preferably an attor- 
ney, in middle or late thirties. Salary 
open, 73-2 

Assistant trust officer with five years 
in new business and account administra- 
tion desires position exclusively in busi- 





TRUST OFFICERS 


Opportunity for several men qualified as 
Trust Officers in growing section of 
southeast. New Business, Administrative, 
and Investment Officers wanted. Write, 
sending small photograph and resume. 
Opportunity to be Department Head in 
branches, at once. 

Box H-72-6, Trusts and Estates 

50 East 42nd St., New York 17 











ness development; admitted to bars of 
two states; member National Society of 
Financial Analysts. 73-5 


Trust officer-tax attorney, 35, with 
LL.M. in taxation and considerable ex- 
perience in estate planning, seeks posi- 
tion with progressive trust department. 
73-4. 


Attorney, now employed, with 12 years 
intensive experience in estate and trust 
administration, accounting and taxation, 
and surrogate’s practice, is interested in 
position with trust department or its 
house counsel. 72-4 


C.P.A., 41, financial assistant to lead- 
ing businessman, seeks position in trust 
and estate administration. 72-5 


Trust department in Southeast has 
openings for several trustmen. See ad 
H-72-6 

Personal and pension trust new busi- 
ness man with 25 years in New York 
banks and estate planning organizations 
seeks new location. 73-6 


Securities analyst, farm management 
specialist, 37, with some trust and small 
loan experience, desires position with 
small bank in agricultural area. 73-7 





IN MEMORIAM 
JOHN H. EvANs, chairman of the board 
and former trust officer of MCDOWELL 
NATIONAL BANK, Sharon, Pa. 


ARTHUR R. FURNISH, vice president, 
LOUISVILLE TRUST Co. 

O. L. GRIFFIN, vice president, trust of- 
ficer and director of First-City BANK, 
Hopkinsville, Ky. 

Homer E. HENDERSON, vice president 
and trust officer of BANK OF THE SOUTH- 
WEST, Houston. 


A A A 


@ Alonzo L. Wilson, president of Tra 
verse City State Bank, Lansing, Mich. 
has been appointed Michigan State 
Banking Commissioner. 





TRUST OPERATIONS OFFICER 


Boston Bank with expanding Trust De 
partment needs experienced Trust Opera 
tions Officer preferably with knowledge 
of I B M. Commensurate salary. Orizinal 
inquiry should include outline of educa 
tion, experience and expected salary. 
Enclose photograph. 

Box H-73-1, Trusts and Estates 

50 East 42nd St., New York 17 
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Mergers, New Trust Powers 


& Change of Name 


Modesto & San Francisco, Cal. 
MopESTO BANK & TrusT Co. merged into 
the BANK OF CALIFORNIA and became a 
branch thereof. W. W. Giddings, former- 
ly president of the Modesto Bank, be- 
came vice president, and Mrs. Wilma 
Brink was appointed asst. cashier and 
assistant trust officer at Modesto. 


Brunswick, Ga. — NATIONAL BANK of 
Brunswick changed its name to FIRST 
NATIONAL BANK. 


Chicago, Ill. SEARS-COMMUNITY 
SraTE BANK has established a trust de- 
partment and elected as trust officer E. 


dem Stanley Enlund, formerly assistant sec- 
retary of the trust department of CoNn- 
TINENTAL ILLINOIS NATIONAL BANK & 
=: Trust Co. 
nan- Greenwood, Ind. — NATIONAL BANK 
was | of Greenwood has been granted trust 
and § powers under the Federal Reserve Act. 
948, Lafayette, Ind. — Consolidation of 
First MERCHANTS NATIONAL BANK & 
iger | TRUST Co. and PuRDUE STATE BANK, 
liam @ under the title of PURDUE NATIONAL 
him. — BANK, became effective. 
eeds F Quincy, Mass. — GRANITE TRUST Co.’s 
usst. B name has been changed to SouTH SHORE 
On- § NationaAL BANK to more adequately de- 
scribe the institution’s service area. 
Bay City, Mich. — Shareholders of 
‘i PEOPLES NATIONAL BANK and of BAY 
din Trust Co. and the Comptroller of the 
“a Currency have approved merger under 
| ger. the name of PEOPLES NATIONAL BANK & 
Trust Co. Paul Thompson, former presi- 
——f dent of Bay Trust, has been elected 
chairman of the trust committee. Other 
wor senior officers remain unchanged with 
as Charles A, Coryell as president and Ed- 
ward W. Bowen as executive vice presi- 
dent and cashier. Other former Bay 
lent, Trust Co. officers appointed are: William 
F. Thomas, vice president and invest- 
t of- § ment officer; Axel G. Larson, asst. vice 
\NK, — President and trust officer; and Irene 
Warsaw trust officer. 
dent Saginaw, Mich. — SECOND NATIONAL 
ytu- BANK & Trust Co. has changed its name 
to SeconD NATIONAL BANK. 
Keansburg, N. J. — KEANSBURG NA- 
TIONAL BANK has been granted trust 
Tra- powers under the Federal Reserve Act. 
wt Newburgh, N. Y. — HIGHLAND-QUAS- 
SAICKk NATIONAL BANK & TrusT Co. 
) chaneed its name to HIGHLAND NATIONAL 
= BANK. 
R | Myrtle Beach, S. C. — First NATION- 
De-}}) AL DANK opened its new trust depart- 
nn ment with Francis H. Urner as vice 
a pres jent and trust officer. 
= St. Albans, Vt. — RicHFrorpD NATIONAL 
) BANK was merged with and into FRANK- 
LIN CoUNTY SAvINGS BANK & Trust Co., 
gunder the title of FRANKLIN COUNTY 
om ie BANK, 
S 
ATP A Maxcu 1957 


Montreal, Canada — BARCLAYS TRUST 
Co. was merged into the RoyaAL Trust 
Co. and became a branch thereof, with 
Claude D. Paxton appointed assistant 
general manager. 

A AA 
AMERICAN SECURITY 
FoRMS NEW CORPORATION 

The board of directors and the stock- 
holders of American Security & Trust 
Co., Washington, D. C., have approved 
establishment of an affiliate corporation 
to be owned by the bank’s stockholders. 
The bank will transfer assets with a 
book value of about $4,000,000 to the 
affiliate corporation, including all of the 
bank’s valuable real estate, such as its 


historic site and main office building di- 
rectly opposite the Treasury Depart- 
ment. Because the current value of the 
assets transferred is substantially in ex- 
cess of the bank’s book value for them, the 
affiliate will commence operations with 
a net worth of approximately $5,000,000. 


It is expected that the combined earn- 
ings of the bank and the new affiliate 
can be greater than the bank is able to 
generate alone. Moreover, by transfer- 
ring the bank’s real estate, insurance 
and travel departments as well as cer- 
tain stock investments to the affiliate, 
the bank is laying the groundwork for 
eventually becoming a national bank, 
should that prove desirable. 





THE FOUNDING OF 
LAKE ARROWHEAD 


Work on a dam to create Little Bear 
Lake in the San Bernardino Moun- 
tains of Southern California began 
as early as 1892. After many delays 
the structure was completed in 
1921, when the lake’s name was 
changed to Lake Arrowhead — the 
start of a resort now world-known 
for its scenic beauty. 

In 1921 this Bank had been con- 
ducting a Trust Service for 18 years. 
Today it is serving, for every Trust 
need, the third generation of its 
early customers. 
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ECURITY- FIRST 


NATIONAL BANK 


OF LOS ANGELES 





Head Office: Sixth & Spring Sts. 
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DISTRIBUTION — Alien Property Cus- 
todian Could Seize Executory In- 
terests 


California—District Court of Appeal 
Estate of Zuber, 146 A.C.A. 633 (Dec. 4, 
1956). 


Berta Zuber’s will left certain items 
to German nationals, each bequest to be 
effective only if the beneficiary survived 
distribution. If the war with Germany 
was not ended when the estate became 
otherwise ready for distribution, the 
articles were given to H. A. Gebhardt 
as trustee, to be held in trust until they 
could be delivered. The executor was 
given discretionary power to sell the 
property (all or mainly realty) consti- 
tuting the residue, and in that event it 
went to a nephew and niece, Heinrich 
and Emilie, both German nationals and 
residents, contingent on their surviving 
distribution; if they did not so survive, 
then to their children. If the property 
was not sold in probate, the residue was 
given to Gebhardt as trustee for Hein- 
rich and Emilie or their children. He 
was directed to sell the trust estate 
within three years after receiving it, the 
proceeds to be distributed as stated. 


The real property constituting the 
residue was sold during probate admin- 
istration. The trial court distributed the 
specific legacies to the German benefici- 
aries and the residue to Gebhardt as 
trustee, holding the trust to be valid 
and free from any claim of the United 
States arising by virtue of vesting order 
No. 5329, for the reason that at the 
time of the vesting order, Nov. 1, 1945, 
and at the death of the testatrix on Feb. 
7, 1944, there was no right, title and 
interest of the residuary legatees, these 
arising only upon distribution and being 
contingent upon survival of the nephew 
and niece and the possibility of making 
distribution personally to them. This 
was held to be a condition precedent, the 
interests of the foreign heirs arising 
only on distribution of the estate. The 
Attorney General of the United States, 
as successor to the Alien Property Custo- 
dian (under Executive Order 9788 of 
October 14, 1946) appealed. 


HELD: Reversed. (1) In the absence 
of a sale during administration, the 
rights of the Germans “are fixed and 
not subject to divestment. It is only in 
the event of such sale that their rights 
(to the proceeds) are conditioned upon 
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’ 


This consti- 


‘surviving distribution.’ ’ 
tutes a condition subsequent rather than 


a condition precedent, and the fact 
of sale during administration did not 
enlarge or detract from the interest con- 
ferred by the will. The respondent Emilie 
(Heinrich not appearing) had an equit- 
able estate subject to a conditional limi- 
tation, a species of executory devise. The 
possibility of an executor’s sale consti- 
tutes a conditional limitation on the fee 
or a condition subsequent which defeats 
at. 

(2) Even if the German nationals 
take nothing except as conditioned on 
surviving distribution, that does not 
change the result, since under Section 
767, Civil Code, providing that a future 
estate may be limited to commence in 
possession at a future day either with- 
out intervention of a precedent estate 
or on its termination, the respondent 
Germans take a contingent future inter- 
est which has no supporting particular 
estate. This, an executory devise, is re- 
cognized in California, and having the 
status of an estate, it is transferrable. 
Consequently, it could be seized by the 
Alien Property Custodian. 


DISTRIBUTION — Second Adoption 
Superseded First Adopting Par- 
ent’s Agreement Not to Disinherit 
Child 


Colorado—Supreme Court 
Quintrall v. Goldsmith, P, 2d ——. 





Quintrall filed a caveat against the 
will on the ground that she had been 
adopted by Mr. and Mrs. Wiltse (Mrs. 
Wiltse being the present testatrix) un- 
der a decree of court, wherein Wiltse 
agreed not to disinherit the child. Sub- 
sequently, Quintrall was adopted by 
Fowler. The second adoption decree pro- 


vided that the “natural parents” of said 
child were divested of all legal rights 
and obligations in respect to said child, 
Mrs. Wiltse having disinherited Quin. 
trall, the question was whether or not 
she had thus violated any legal obliga- 
tion to Quintrall. 


HELD: The provision in the first adop- 
tion decree that the adopted child be not 
disinherited was a valid provision. How. 
ever, it was not a desirable provision and 
should be strictly construed. The second 
decree wherein the “natural parents’’ of 
the child were divested of all legal rights 
and obligations completely terminated 
the first adoptive decree in all parts. The 
caveatrix was thereafter the adopted 
child of the second adoptive parents only 
and was not thereafter the adopted child 
of the first adoptive parents, and was not 
their heir. An adopted child cannot be the 
adopted child of more than one set of 
parents at a time. 


NOTE: The right of an adopting par- 
ent to disinherit an adoptive child is 
now expressly provided by law. 


JoInt TENANCY — Estate in Bank 
Account May or May Not Be by 
Entireties 


Florida—Supreme Court 
Winters v. Parks, 91 So. 2d 649. 


The widow of a decedent who had with- 
drawn the proceeds from an account in 
their joint names “payable to either or 
the survivor” brought a suit against 
decedent’s estate for an accounting of 
all the funds which had flowed through 
the account during the past ten years 
and claimed title to all properties pur- 
chased with funds drawn from the ac- 
count. The bank showed that the plain- 
tiff was the second wife of the decedent 
and that at the time of his marriage, 
decedent had an account in his bank in 
his name alone. After his marriage he 
changed the account to a joint name, 
payable to either or the survivor. He 
continued to use the account for business 
purposes and the wife is shown to have 
drawn only five or six checks during the 
entire period. During part of the time 
the decedent’s son also had power 0 
attorney on the account and drew a few 
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checks. All of the facts before the Court 
indicated that there existed no intention 
on the part of the testator to create an 
estate by the entirety and the Court so 
found. 


HELD: Affirmed. The creation of an 
estate by the entirety by a change of a 
hank account from one name to the 
joint name of husband and wife must be 
supported by facts showing an intent to 
create such an estate. There was no 
question involved here as to the widow’s 
right to withdraw the balance in the 
agecount at the time of the decedent’s 
jeath since the Florida statute providing 
for such accounts permits that. 


Note: The problems inherent in the 
earlier decisions of the Supreme Court 
that an estate by the entirety could ex- 
ist in a bank deposit are now coming to 
light. See Bailey v. Smith, 89 Fla. 303; 
103 So. 833, and Hagerty v. Hagerty, 
Fla. 1951, 52 So. 2d 432. The Court in 
these cases had held that a bank account 
payable to either or the survivor could 
also constitute an estate by the entirety. 
‘In so holding, the Court avoided the re- 
qurement that there must be unity of 
possession and control by saying that 
whenever one spouse acted alone, he or 
ishe was also acting as agent of the other 
spouse. 


While the Court in the instant case 
did not so state, it is presumed that if 
the Court had found that an estate by 
the entirety was created, the withdraw- 
als by the husband alone would neverthe- 
less have been permissible under the 
earlier decision which treats him as the 
agent for the other spouse. The Court 
must also have assumed that if the ac- 
count consisted of an estate by the en- 
tirety, any property into which the funds 
were converted would also have been 
impressed with the same ownership. 


JURISDICTION — Action for Wrongful 
Death Confers on Court Jurisdic- 
tion to Appoint Administrator 


Washington—Supreme Court 

In re Waldrep’s Estate, 149 Wash. Dec. 679; 

306 P. 2d 213. 

The deceased was a passenger on a 
Plane which crashed in British Columbia 
€n route from Japan to McChord Air 
Foree Base in Pierce County, Washing- 
ton. The deceased was a resident of Ala- 
bama. His sole heir is a minor daughter 
residing in New Mexico. The Warsaw 
Convention relating to international air- 


ines, a treaty to which the United States 


ps a party, provides that an action for 
damag: must be brought before the 
court at the domicile of the carrier, or of 





hhis principal place of business, or where 
he has a place of business through which 
the contract has been made, or before 
the court at the place of destination. 


bj 


|, Letters of administration were issued 
by the Washington court, and the admin- 


istrator brought an action against the 
airline in the Federal courts of the State 
of Washington. The airline, by petition, 
challenged the jurisdiction of the Wash- 
ington court to appoint a personal repre- 
sentative, because the only asset of the 
estate is the action for wrongful death. 
The trial court dismissed the petition. 


HELD: Affirmed. A right of action for 
wrongful death is an asset sufficient to 
warrant the appointment of an admini- 
strator. The Warsaw Convention, by its 
terms, gives jurisdiction to the State of 
Washington as the place of destination 
of the plane. The right of action for 
wrongful death is an asset of the estate 
in Washington, and it is not only the 
right but the duty of the courts of Wash- 
ington to afford the means with which 
to protect that property right. 


JURISDICTION — Ancillary Adminis- 
tration Based on Presence of Non- 
resident Decedent’s Vehicle 


Kansas—Supreme Court 
In re Estate of Shultz, 180 Kan. 444. 


A petition was filed in probate court 
of Pratt County, Kansas, asserting a 
claim against the estate of Shultz for 
personal injuries resulting from an auto- 
mobile accident caused by the decedent, 
a resident of Ohio. His only known as- 
sets in Kansas were a sedan of the ap- 
proximate value of $75 and such pro- 
ceeds as may arise out of any collision 
insurance policy covering the automobile. 
A special administrator was appointed 
to conserve the assets of the estate. 

The executrix appointed by the Ohio 
Court appeared specially and asked to 
have the petition dismissed because the 
Kansas probate court had no jurisdic- 
tion over the decedent’s estate, which 
motion was overruled and the admin- 
istrator with will annexed was appointed. 


HELD: Affirmed. It is not error in de- 
termining that (1) the decedent left an 
estate in Pratt County; (2) it is neces- 
sary to administer the estate; and (3) 
the probate court of Pratt County had 
jurisdiction to appoint an ancillary ad- 
ministrator with will annexed. 


LIFE TENANT & REMAINDERMAN — 
Former with Power to Consume 
Did Not Possess Fee 


Ohio—Court of Appeals for Hamilton County 
Erman v. Erman, 101 Ohio App. 245. 


Testator bequeathed $12,500 to his 
sister, subject to the condition that “she 
is to have the full use and disposition of 
this, both of principal and income, dur- 
ing her lifetime, with full power to con- 
sume or dispose of the principal as she 
sees fit,” followed by a gift over of “any 
principal of this gift or of any invest- 
ment she may have made of it during 
her lifetime and that remains at her 
death...” 


HELD: Because the sister’s estate was 
expressly limited to a life estate by the 
terms of the will, the added power to 
consume or dispose did not enlarge the 
life estate into an absolute estate. The 
bequest created a life estate in the sister 
and a vested remainder. 


The beneficiaries of the testamentary 
trust to which the remainder interest was 
bequeathed are entitled to the proceeds 
of the sale by the life tenant’s executors 
of stock purchased by the life tenant out 
of the principal and are also entitled to 
recover other shares similarly purchased 
which had been distributed to the life 
tenant’s legatees by her executors. 


LIFE TENANT & REMAINDERMAN — 
Provision for Support of Benefici- 
arys Children Does Not Create 
Vested Interest in Latter 


Pennsylvania—Supreme Court 
McCready Trust, 387 Pa. 107. 


In settlement of marital differences, 
husband created a trust of $150,000 for 
his wife and daughter as a result of 
which his wife resumed living with him, 
but six months later again left him and 
divorced him, At the time the daughter 
was nine months old. The trust deed pro- 
vided that the income was to be paid to 
the wife for life for the support of her- 
self and the daughter, and after the 
wife’s death, the income was to be ap- 
plied to the support of the daughter dur- 
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ing minority and thereafter paid to the 
daughter for life. If the daughter sur- 
vived her parents, she was given a gen- 
eral power of appointment by will, and 
if the wife survived the husband and 
daughter, she was given a similar power. 
If the husband survived, the trust ter- 
minated. 


When the daughter reached 21 the 
trustee filed its first account and at the 
audit the daughter claimed the right to 
receive one-half of the income from her 
majority to the death of her mother, who 
is still living. The income is about 
$3,500 to $4,000 a year, of which the 
mother gives the daughter about $75 a 
month. The daughter is married. The 
lower court denied the daughter’s claim. 


HELD: Affirmed. The daughter has no 
vested interest in the income either dur- 
ing minority or thereafter while her 
mother lives. The general rule in Penn- 
sylvania is that expressions for the sup- 
port of a beneficiary and the beneficiary’s 
children are considered explanatory of 
the object of the gift and not as vesting 
an interest in the beneficiary’s children. 
The trust was made primarily for the 
benefit of the wife during her life for 
which she gave valuable consideration. 


Livinc Trusts — Validity of Trust 
Subject to Retained Powers 
Illinois—Appellate Court 


Merchants National Bank of Aurora v. Weinold, 
12 Ill. App. 2d 209. 
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The trust instrument provided a 
primary life estate in the settlor, a sec- 
ondary life estate to her sister (who pre- 
deceased the settlor) with remainder to 
two named persons at the death of the 
survivor of the life tenants. In addition 
to the power of revocation and amend- 
ment, the settlor retained a veto power 
over the trustee’s exercise of the powers 
granted it by the trust instrument. This 
action was brought by the trustee to de- 
termine the validity of the trust after 
the settlor’s death without having exer- 
cised the power of revocation. 


HELD: The trust is valid. The trust 
was not testamentary because the ulti- 
mate beneficiaries acquired an interest 
in the trust property upon execution of 
the trust and delivery of the corpus, in 
spite of the fact that enjoyment was de- 
ferred and subject to the settlor’s power 
of revocation. The settlor’s veto power 
did not reduce the transaction to a mere 
agency because this power was exercis- 
able “only within the limits and in ac- 
cordance with the terms of the trust 
agreement.” 


POWERS OF APPOINTMENT — Power 
Reserved by Testator Created Im- 
perative Trust on Failure to Exer- 
cise 

New York—Court of Appeals 


Matter of Fabbri, decided Jan. 10, 1957. 
The income of a testamentary trust 


was directed to be paid to a designated 
life beneficiary, and upon her death (be- 
fore or after the testator) the principal 
of the trust was directed to be distri- 
buted to such issue of her daughter as 
the testator might designate in writing. 
The testator made no such designation 
and at the life beneficiary’s death there 
were two living children of her daugh- 
ter. The Surrogate determined that the 
testator had reserved a special power in 
trust limited in favor of a specific class, 
from which arose an imperative trust 
in favor of the two children of the life 
beneficiary’s daughter, and directed dis- 
tribution to them. 


The Appellate Division reversed, hold- 


ing that even if it were granted that 
the testator reserved a power to appoint 


the remainder, the power was neither jy 
trust nor imperative; that the testatoy 
could have revoked the will, or made a 
codicil, excluding the children of the 
life beneficiary’s daughter; that the 
testator could have designated such chil. 
dren as takers only by way of a codicil 
or new will; and that the remainde 
passed to the testator’s intestate dis. 
tributees. The Appellate Division’s de. 
cision was reported in 95 TRUSTS Anp 
ESTATES, 852; Sept. 1956. 


HELD — (reinstating the Surrogate’s 
decree): A literal reading of the pro. 


vision being construed would lead to the} 


conclusion of the Appellate Division, 
But the provision must not be read in 
literal isolation; it should be read in the 
light of what the entire will is intended 
to achieve. The document as a whole 
shows that the testator intended to dis- 
pose of his entire estate by his will, 
which intention is fortified by the pre. 
sumption against partial intestacy. 
(Three judges dissented.) 


TAXATION — Estate & Inheritance — 
Debts are Deductible Although 
There Are No Probate Assets 


Pennsylvania—Supreme Court 
Kritz Estate, 387 Pa. 223. 


Decedent died leaving no_ property 
subject to administration. She owned 
real estate as a tenant by entirety with 
her husband, and also other real estate 
jointly with her sister, with right of 
survivorship. Both her husband and her 
sister survived her. She had debts of 
$538, which ner husband paid. 


In assessing the transfer inheritance 


tax on the property passing to the sisterf 


by survivorship, the Commonwealth re- 
fused to allow the debts as a deduction 
on the ground that the jointly owned 
property was not subject to claims of 
creditors. The auditing judge allowed the 
deduction and on exceptions the Court 
en banc was evenly divided. The Conm- 
monwealth appealed. 


HELD: Affirmed. The transfer inher 
tance act clearly provides that the debts 
of a decedent shall be allowed as deduce: 
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tions in determining the net estate sub- 
ject to tax. The appellant would have 
the Court add to that provision an ex- 
ception, namely, that debts for which the 
property subject to tax is not liable for 
payment and debts which the probate as- 
sets are insufficient to pay should be 
excluded as deductions. The fact that 
there were no testamentary assets to 
meet the debts does not make them any 
the less debts. 


) TaxATION — Estate & Inheritance — 


‘|, Effect of Marital Deduction on Ap- 
“f) portionment 


eat ee 


TAXATION — Estate & Inheritance — 
Effect of Marital Deduction on Pro- 
ration — Stock Split and Merger’s 
Effect on Legacies 


Connecticut—Supreme Court of Errors 

oo York Trust Co. v. Doubleday, 128 A. 2d 

By article ninth testator gave resi- 
due of estate in five equal parts, one to 
his widow, one to each of his three chil- 
dren, and one to his two granddaughters. 
Article twelfth then provided “I direct 
my executors to pay from my residuary 
estate all estate, inheritance, transfer, 
succession and other death taxes or other 









































ion, sine ae peor egrs taxes in the general nature thereof which 
in Case v. Roebling, 127 A. 2d 409. ° 
may be payable with respect to any prop- 
the — Testator directed that where tax is erty included in my gross taxable estate.” 
ded & computed on value of his whole estate, Article fourth bequeathed to the wife 
hole F beneficiary is to be chargeable “with such 1,000 shares of General Electric no par 
dis- a proportion of the whole tax imposed common stock and 1,000 shares of Corn 
vill, against my estate as the taxable valua- Exchange Bank Trust Co. Between 
pre- & tion of the legacy, devise or share here- the will and the date of a codicil, each 
acy. B inbefore given to her or him, shall bear share of General Electric was changed 
‘to the valuation of my entire taxable  jnto three shares of stock having a par 
, _ pestate.” After making provisions for spe- value of $5. Also in the interim Corn 
ugh cifie devise of his home to his spouse Exchange Bank merged into Chemical 
jand legacy to a daughter-in-law, he be- Bank and Trust Co. and each share of 
queathed entire residuary estate in equal the former was converted into two 
shares to widow, son and grandson. State shares of Chemical Corn Exchange Bank. 
law at time of making of will provided The executors brought this action for 
erty} that in absence of testamentary provi- a construction as to the application of 
vned} sion to contrary, burden of Federal es- the Connecticut proration statute and 
with tate tax fell on residuary estate. Ex- the marital deduction under the Internal 
state ccutor contended that spouse was en- Revenue Code of 1954, and-as to the be- 
t off titled to full benefit of marital deduc- quests of stock. 
| her tion for Federal estate tax purposes, and HELD: (1) The widow is entitled to 
s offer share was not chargeable with any the exclusive benefit of the marital de- 
part of Federal Tax. duction. The proration statute provides 
ance HELD: For executor. Here testator’s that estate taxes shall, in the absence of 
jsterf intention as drawn from will was to a contrary directive in will, be prorated 
h re Have each beneficiary pay proportion of among the beneficiaries except that “in 
ction @ Whole tax as taxable valuation of his making such proration allowances shall 
wnei@sift bears to valuation of entire taxable be made for any exemptions .. . and for 
ras of pestate. Under marital deduction statute, any deductions. . .” At first blush, the 
d the Mterest passing to wife here has no tax- language of the tax clause here might 
Court B2ble valuation since it constitutes deduc- seem sufficiently broad to cover gifts of 
Com- on to extent of 50% of adjusted gross the residue itself as well as specific de- 
estate. Widow’s share contributing to vises and legacies. Upon reflection, how- 
_pfaxable base being none, no Federal es- ever, there arises some doubt that this 
ae late tax is to be charged or deducted was the testator’s intention. Since a 
debts Ftrom widow’s share of residual estate. doubt exists, the tax clause lacks the 
ledue BFull marital deduction is allowable. clarity necessary to make the proration 
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statute inoperative as to the residuary 
gifts. 

Only through the allocation of the en- 
tire amount of the marital allowance to 
the value of the widow’s bequest will the 
intent as well as the spirit of the pro- 
ration statute be met, for the statute is 
based on the equitable principle that the 
estate taxes should be borne by those 
whose bequests contribute to the tax 
burden. As to the Connecticut estate tax, 
the widow is in an identical position. 
Since she is not obligated to pay any 
part of the Federal tax, she is likewise 
immune from all obligation as to the 
state tax. 


(2) The widow is entitled only to 1,000 
shares of each of the named corporations. 
Bequests of the stocks were to be “from 
my individual holdings of said stocks at 
the time of my death.” 


At about the same time as the split 
and the merger, Ingersoll-Rand, which 
the testator owned, also split each share 
into three. The codicil was executed after 
all three structural changes. Moreover, 
in that codicil, he revoked article third 
of his will, wherein he gave to his wife 
4,000 shares of Ingersoll-Rand and a. 
varying number to seven other persons; 
he then bequeathed 12,000 shares to his 
wife and tripled each of the bequests in 
the revoked article. He thus disclosed dis- 
tinction he wished to make between the 
bequests. 

—Staff Digest 
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WILLs — Construction — Alternate 
Bequest to Heirs of Remainderman 
Does Not Make His Interest Vest- 
ed 


Maine—Supreme Judicial Court 
Berman v. Shalit, 128 A. 2d 345. 


Testator left the residue of his estate 
to his widow for life with the provision 
that upon her death it “shall go in equal 
parts to my said sons” and their heirs, 
and with the further provision that if 
either son died before the widow, “said 
deceased son’s share shall go to his 
legal heirs.” The life interest of the 
widow was made subject to the condi- 
tion that if she remarried, the property 
would then vest in her and the two sons 
in equal parts, “Provided, however, that 
if either of my said sons shall have died 
before such time, the share of such de- 
ceased son shall vest in his legal heirs.” 


The father was survived by his widow 
and two sons. One son subsequently died 
during the lifetime of the widow, who 
had not remarried. 


HELD: The deceased son took noth- 
ing under his father’s will. While the 
_law favors vested remainders, particu- 
larly when distribution is to be made 
to heirs of the testator, the intention of 
the testator must prevail if there is no 
law to prevent the court from giving it 
effect. A test of a contingent remainder 
is that it is so limited as to depend on 
some event which is uncertain to hap- 











when /f counts 





pen or a condition which may not be per- 
formed. The intent of the testator was 
to give a contingent remainder, the con- 
tingency being that the son should be 
alive at the time of the termination of 
the life estate by the remarriage or 
death of his mother. 


WILLs — Construction—No Ademp- 
tion When Testator Owns Proper- 
ty at Death Answering Description 
of Specific Devise 


New York—Appellate Division, 2nd Dep’t. 
Matter of Charles, 158 N.Y.S. 2d 469. 


The testator devised her summer cot- 
tage at Wading River, Long Island, to 
her daughter. After the will was executed 
the Federal government took title to the 
land by condemnation but the testator 
purchased the cottage and moved it a 
few miles to a site (that she agreed to 
purchase) which was also in Wading 
River. The testator died without having 
completed the payments under the con- 
tract of purchase for the new site and 
legal title thereto was not vested in her. 
The residuary legatees contended that 
the devise was adeemed because the real 
property therein described was not owned 
at death, and that the house and lot 
which were purchased with the condem- 
nation award passed as part of the resi- 
duary estate. 


HELD: (Reversing the Surrogate.) If 
the devised property was not in the es- 
tate, the daughter would take nothing. 
But the will became operative only at the 
testator’s death and it passes all prop- 
erty owned by the testator which is 
covered by the description in the will. 
The cottage purchased with the condem- 
nation proceeds is within the description 
of the devise regardless of whether it 
was acquired after the execution of the 
will. It did not matter that legal title to 
the real estate had not passed to the 
testator—she was in possession and had 
paid installments on the contract to pur- 
chase, and had equitable title which 
passes by the devise. 


WILLs — Probate — Objections — 
Matters Considered at Original 
Hearing 


Washington—Supreme Court 

Gordon v. Seattle-First National Bank, 

Wash. Dec. 695. 

Decedent died March 21, 1956 and her 
husband qualified as administrator. On 
April 10, 1956 decedent’s brother filed a 
petition in the same cause to probate 
decedent’s will, praying that the bank 
be appointed administrator with the will 
annexed, the executrix named therein 
having declined to act, and that the let- 
ters of administration issued to the hus- 
band be revoked. The latter filed objec- 
tions to the admission of the will, alleg- 
ing that at the time of its execution 
decedent was mentally and physically 


149 





incapable of executing a valid will, and 
that she was unduly influenced by he 


brother. The petitioner denied these 4]. 


legations. The Trial Court declined t 


hear any evidence on behalf of the 
jector, and granted the petition. 


HELD: Reversed. Ordinarily a will js 
admitted to probate or rejected upon 
formal proof upon an ex parte hearing 
without notice. A separate procedure js 
provided for will contests. However, such 
procedure is not exclusive. Under certain 
circumstances, a hearing upon a peti- 
tion to probate a will may become an 
But an interested 
person cannot force such a hearing into 
an adversary proceeding merely by filing 


adversary proceeding. 


objections. 


If the jurisdiction of the court to pro. 
bate the will is questioned, the court is 
bound to hear the controversy. The hear- 
ing of other issues is a matter within 
the sound discretion of the court. Here 
issues were clearly presented. The court 
could in its discretion have heard and 
determined the issues presented; it was 


an abuse of discretion not to do so. 


ob- 
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Company Founded in 1875 
K. E. Marks, Vice President & Senior Trust Officer 





COLORADO 





The First National Bank 
of Colorado Springs 
Established 1874 Resources $48,759,121.87 
Carl P. Mechling, Vice President & Trust Officer 
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The American National Bank 


of Denver 


Trust DEPARTMENT 








Central Bank and Trust Company 
Denver 
Established 1892 Complete Trust Service 
E. Martin Larsen, Vice President & Trust Officer 


Broward National Bank 
of Fort Lauderdale 


FLORIDA’S BANK of Complete Personalized Trust Service 
J. D. Camp, President 





The First National Bank 
in Fort Myers 


Complete Trust Service 








CONNECTICUT 





The Connecticut National Bank 
Bridgeport 
Trusts and Estates 


FounpDED 1806 


The First National Bank 
With Trust Powers 
Leesburg 
Serving Central Florida - 50 Years 
1906 - 1957 








Bristol Bank and Trust Company 
Bristol 


Joseph Valentine, Vice President & Trust Officer 
Clifford W. Fulton, Trust Officer 





The Greenwich Trust Company 


Greenwich 
Established 1887 
Oldest Trust Company in Fairfield County 





PERSONAL TrusT DEPARTMENT 


The Second National Bank 


oF New HAVEN 


H. Wick Chambers, Jr. 
Vice President 








The First National Bank & Trust Company 
Ridgefield 
James M. Doubleday, Vice President 


Frank E. Warner, Trust Officer 
Lea F. Brunetti, Assistant Trust Officer 





First-Stamford National Bank 
& Trust Company 
Stamford 


Gibbs Lyons, President 





FLORIDA 


The Florida National Bank and Trust Company 
at Miami 
Established 1931 Resources $93,244,987.01 
Jos. E. Fitzpatrick, Vice President & Trust Officer 





First National Bank 


in Palm Beach 


Established 1927 Resources $60,000,000 
Walter Don Cameron, Vice President & Trust Officer 





Union Trust Company 
St. Petersburg 
COMPLETE TRUST SERVICE 


Robert W. Cohoe 
Vice President & Trust Officer 





Palmer 
First National Bank and Trust Company 
of Sarasota 
Sarasota’s Oldest and Largest Bank 
R. C. Hinze, Vice President & Trust Officer 


——— 





Sarasota Bank and Trust Company 
Sarasota 


“The Friendly Bank” Resources $19,445,388.25 
Ira H. White, Vice President & Trust Officer 


—— 





The Exchange National Bank 
of Tampa 


Serving Florida’s West Coast 
Complete Trust Services Since 1925 





The First National Bank 


of Clearwater 


L. V. Chappell, Vice President & Trust Officer 
F. Kiernan Schoonmaker, Trust Officer 





The First National Bank 
of Tampa 
Florida’s Oldest National Bank 


M. B. Sessions, Vice President & Trust Officer 
D. W. Abel, Jr., Trust Officer 
W. H. Woltman, Assistant Trust Officer 
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Atlantic National Bank 
of West Palm Beach 


Established 1929 Resources $46,687,790.01 
A. B. Rittenour, Vice President & Trust Officer 


ice 








——— 


Exchange National Bank 
of Winter Haven 
Trust Service for Central Florida 


W. G. Freeman II, Vice President & Trust Officer 


Security National Bank 
of Kansas City 


Resources $43,331,173.72 
Maurice L. Breidenthal, President & Trust Officer 








GEORGIA 


The Fourth National Bank 
Wichita 


Kansas’ Largest Bank 
Jack W. Shane, Vice President & Trust Officer 








Georgia Railroad Bank 
& Trust Company 
Augusta 


Established 1833 
any J. Marion Adams, Vice President & Trust Officer 


KENTUCKY 








HAWAII 


First National Bank and Trust Company 
Lexington’s Oldest and Largest Bank 


Bank Resources over $57,000,000 


J. C. Nichols, President 
Edwin V. Mack, Vice President & Trust Officer 








Cooke Trust Company, Limited 
Honolulu 
General Trust and Agency Services 


Property Management — Stock Brokerage 
Real Estate — Insurance 


MARYLAND 








() IDAHO 





The Idaho First National Bank 
Boise 
Serving Idaho Through 28 Offices 
J. R. Field, Vice President & Trust Officer 


Union Trust Company of Maryland 
Baltimore 
Established 1795 Resources $244,661,417.97 
Charles W. Hoff, President 
Trust Department: 
F. P. Storm, Vice President — E. L. Poyner, Vice President 








ILLINOIS 


The Second National Bank 
of Cumberland 


Established 1865 
Joseph M. Naughton, President 








Lake Shore National Bank 
ny Chicago 


Joseph R. Frey, President 
H. E. Devereaux, Vice President & Trust Officer 
C. L. Richardson — C. F. Harding, III 
Assistant Vice President & Trust Officers 


MASSACHUSETTS 








The Millikin Trust Company 
Decatur 


Acts Only in Fiduciary Capacities 


9 
38.20 Established 1915 





Champaign County Bank 
and Trust Company 


Urbana 


Champaign County’s Only Trust Department 





eee 
es. 


KANSAS 





The Commercial National Bank 
of Kansas City 


T. C. Hurst, Trust Officer 





es: 





BS 
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Union National Bank 
of Lowell 
Trust DEPARTMENT 
J. William Etzel, Assistant President and Trust Officer 





The Malden Trust Company 
Malden 


Established 1896 Resources $28,600,000 


Hildreth Auer, President 
Harold E. MacInnis, Vice President & Trust Officer 





North Adams Trust Company 
North Adams 





Granite National Bank 
of Quincy 
Established 1836 Resources $37,450,889.80 
William J. Griffin, Vice President & Trust Officer 
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MICHIGAN 








Farmers and Merchants National Bank 


First National Bank 
of Omaha 
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B Harl Nationalized 1863 
enton Harbor V. H. Rhodes, Trust Officer 
: =e W. E. Spear, Trust Officer 
Serving Southwestern Michigan H. J. Young, Assistant Trust Officer 
In All Fiduciary Capacities <i 
NEW HAMPSHIRE 
City Bank — 
Detroit | ° ° 
ndian H ional Ban 
Resources $109,000,000 d eG a one G k 
John H. French, Jr., President o asnua 
COMPLETE MODERN TRUST SERVICE Established 1851 Resources $19,209,846.00 
Lewis Brooke, General Vice President & Senior Trust Officer i 
Clarence E. Whitney, Vice President & Trust Officer 
The First National Bank & Trust Company 
of Kalamazoo NEW JERSEY 
Continuous Banking Service for 94 Years 
John D. Wilcox, Vice President & Trust Officer Boardwalk National Bank 
Atlantic City 
MINNESOTA “a , = o— 
Established 1907 Resources $78,292.57] 
First & American National Bank Walter E. Beyer, Vice President & Trust Officer 
of Duluth 
Established 1879 Trust Assets over $50,000,000 The Hackensack Trust Company 
William M. Reynolds, Vice President & Trust Officer Sh Bit Geant Maciek 
affiliated with The NORTHWEST BANCORPORATION aiensnsiinianiaiattaaliaaiteuinatannaas 
The Oldest Bank in Bergen County 
© 4 4 . S g S. li y sl c 4 Ss O 7 P 
The American National Bank Kenneth J. Storms, Vice President and Trust Officer 
of Sonit Paul Passaic-Clifton National Bank & 
Trust DEPARTMENT Trust Company 
Trust Funds over $40,000,000 
C. Walter Rice, Vice President & Trust Officer 
MISSISSIPPI George J. Hossenlopp, Vice President 
John F. Sullivan, Assistant Trust Officer 
Bi George S. Fichtel, Assistant Trust Officer 
- County Bank and Trust Company 
—— Fifi warronar BANK Paterson - West Paterson - Passaic - Little Falls 
a f si sa ea ele — Resources $132.380,032 
. L. Hagaman, Jr. . P. For 
Vice President & Trust Officer Trust Officer C. Kenneth Fuller, Chairman of the Board 
Cowles Andrus, President 
MISSOURI John J. Devlin, Vice President & Trust Officer 
Security National Bank The First National Bank 
Savings ™ Trust Company oii Winans 
t. Louis 
" Established 1893 
Complete Individual and Corporate Trust Services 
Wesley L. Johnson, Vice President & Trust Officer FuLtt Trust Powers 
MONTANA 
UNION BANK AND TRUST COMPANY Princeton Bank and Trust Company 
Helena Hopewell - Princeton - Princeton Shopping Center 
“Montana’s Oldest Trust Company” } ‘ dent 1931 
J. H. Dion, Vice President & Trust Officer 1834 — One Hundred and Twenty-third Year of Service —- /” 
Daniel Dykstra, Trust Officer 
M. A. Mathews, Trust Investment Officer 
NEBRASKA aw yoaR 
The Continental National Bank The National Commercial Bank 
of Lincoln and Trust Company 
Trust Department Established August 9, 1929 
Resources $39,908,474 Trust Assets $15,500,000 of Albany 
A. W. Griffin, Executive Vice President Established 1825 
ren Enemy Sein tenes tiene. aed Resources $259,233,211.79 
Robert L. Chancellor, Assistant Trust Officer Trust Department Assets $70,860,904.39 
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The National Bank of Auburn 


Auburn 
Established 1817 


R. B. Hole, Executive Vice President & Trust Officer 
F. J. McGarry, Assistant Trust Officer 


~The Meadow Brook National Bank 


of Nassau County 


Trust Dept., 74 Hempstead Ave., West Hempstead 
Established 1905 Resources $300,000,060 


Augustus B. Weller, Chairman of the Board 
Walter E. Van der Waag, President 
George D. Cherry, Vice President & Trust Officer 








Federation Bank & Trust Company 
10 Columbus Circle, New York 19 461 Eighth Ave., New York 1 
6 East 45th Street, New York 17 — 41-84 Main Street, Flushing 


Total Resources — over $100,000,000 
Thomas J. Shanahan, President 
Thomas A. Purcell, Trust Officer 





Central Trust Company 
Rochester 


Complete Trust Services 
Established 1888 Resources $80,000,000 
R. Reed George, Vice President & Trust Officer 





Lincoln National Bank & Trust Company 
of Syracuse 


Carl H. Maar, President 
James D. Heffernan, Sr. Vice President & Trust Officer 





The Merchants National Bank 
& Trust Company of Syracuse 


Harry Barber, Vice President & Trust Officer 
James A. Close, Vice President & Investment Officer 
Kenneth Barton — William B. Ogden, III, Trust Officers 
Douglas Cagwin, Assistant Trust Officer 
Harvey Peterman, Assistant Investment Officer 





First Bank & Trust Company 


of Utica 


Trust Business $62.656.628. 





The County Trust Company 
Main Office: White Plains 
39 Branch Offices 
Charles A. Briggs, II, Vice President & Trust Officer 


NORTH CAROLINA 
The Guilford National Bank 
of Greensboro 


W. L. Burns, Sr., Chairman of the Board 
P. N. Calhoun, President 











Peoples Bank & Trust Company 
Rocky Mount 


William W. Shaw, President & Trust Officer 
Trust Officers: 
John A. Daughtridge — T. W. Harris — B. B. Townsend 


(en 
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First-Citizens Bank & Trust Co. 
Smithfield 


Established 1898 Resources $239,034,980 
Trust Department, Raleigh 
Thomas G. Chapman, Vice President & Senior Trust Officer 





OHIO 





First National Bank 
of Canton 
Established 1863 Resources $59,824,596.88 
H. M. Carle, Vice President & Trust Officer 





The Provident Savings Bank & Trust Co. 
Cincinnati 
Frank J. Van Lahr, President 
Julius W. Reif, Vice President & Trust Officer 





The National Bank of Toledo 
Toledo 


COMPLETE TRUST SERVICE 





OKLAHOMA 





National Bank of Tulsa 
Tulsa 


Roy M. Huff, Vice President & Trust Officer 





PENNSYLVANIA 





The Bryn Mawr Trust Co. 


Bryn Mawr 


Resources $35,000,000 


William A. Draper 
Vice President & Trust Officer 


“The Main Line’s Own Bank” 


Established 1889 


DeHaven Develin 
President 





Security-Peoples Trust Company 
Erie 
Established 1903 
Bank Resources $69,767,649 Trust Resources $20,638,923 
Carl L. Holder, Vice President & Trust Officer 





Barclay-Westmoreland Trust Company 


Greensburg 
ESTABLISHED 1854 


Westmoreland County's Oldest and Largest Bank 





Capital Bank and Trust Company 
Harrisburg 


Established 1935 Individual Trusts $15,136,142 
J. C. Warner, Jr., President 
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Dauphin Deposit Trust Company 
Harrisburg 
Established 1835 Resources $75,567,663.12 


Trust Funds $65,573,704.47 
Corporate Trusts $30,748,000.00 





VIRGINIA 











Potter Bank & Trust Company 
Grant Street at Fifth and Diamond 
Pittsburgh 


Established 1902 Resources $64,085,629.73 
John M. Duff, Vice President & Trust Officer 





Citizens Bank & Trust Company 
Charlottesville 


Trust Resources approximately $6,000,000 
Alexander J. V. Thelen, Trust Officer 








The Pennsylvania National Bank 
and Trust Company 
of Pottsville 


LARGEST TRUST DEPARTMENT IN THE LOWER 
ANTHRACITE REGION 


The Seaboard Citizens National Bank a 
of Norfolk , | 





Established 1867 Resources $69,000,000 
Leighton P. Roger, Vice President & Trust Officer 








SOUTH CAROLINA 





The South Carolina National Bank 
of Charleston 


Trust DEPARTMENTS AT 
Charleston - Columbia - Greenville 
“The oldest and largest Bank in South Carolina” 





Mountain Trust Bank UNI 
Roanoke 
Banking Resources over $31,000,000 acum 
for over 38 years 
“Solid and friendly as the Mountains of Virginia” 19: 
WASHINGTON 








TEXAS 





GUARANTY 
title & trust 


the only active trust institution in 
Corpus Christi 


Everett Trust & Savings Bank 








Rely on a Mercantile Man 
for Complete Ancillary Services 
Mercantile National Bank 

Dallas 











Hutchings-Sealy National Bank 
of Galveston 
Established 1854 
Thomas W. Lain, Vice President & Trust Officer 












San Angelo National Bank 
San Angelo 


Established 1884 Resources $27,131,801 
Lewel J. Alexander, Vice President & Trust Officer 








San Antonio Loan & Trust Co. 


San Antonio 
Established 1892 Resources $15,103,000 
F. J. Oppenheimer, President 


Sales 
Everett Net 
ESTABLISHED 1902 Pe 
Complete Trust Services Divic 
Pe 
: Earn 
Seattle Trust & Savings Bank 
Seattle 
Complete Trust Service since 1905 Ps 
‘TT 
Charles E. Kincaid, Vice President & Trust Officer Tots 
WEST VIRGINIA 
Sha 
TRUST SERVICE Nun 
leer has been an important part of our business Nun 
Rags for more than Fifty Years —_ 
ij Union Trust & Deposit Company a) 
a Parkersburg (2) 
WISCONSIN . 
Security National Bank 6) 


Sheboygan 


Established 1856 








VERMONT 


Wisconsin Valley Trust Company 


Wausau 





Offering a complete trust service for over 50 years 


Resources $25,000,000.00 





Proctor Trust Company 


Poultney - Proctor 


Personal Trusts Invited 





Kellogg-Citizens National Bank “ 


Green Bay Eu 
Established 1874 a 





W. J. Grover, Vice President & Trust Officer 
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Millions of Dollars 
1,400 
1,200 
1,000 
800 
600 Pe Bee 
400 “a 
200 F 
UNION CARBIDE AND CARBON CORPORATION ; 
1946'47 "48 '49 '50 "51 '52 '53 '54 '55 '56 
Sales 
“ | 1956 Annual Report § 
a Ee nnnudl Leport Summary 
Millions of Dollars 
is / 175 eee ea 
1956) 1955‘) : j 
i 
SD sardine etaininin pane yee ee dies $1,324,506,774 — $1,230,554,556 = t 1 Je 
Net Income..................00 eee _ 146,233,444 145,834,416 ws ee 
IS isk <a 5 Adee ie Ram owe ae 4.86 4.86 
gc : i 
re 91,956,493 87,206,032 100 “iT 
same Mer TRATOIMD nw... ccc senses 3.15 3.00 5 : i 
Earned Surplus...............-0-. 580.097.003 528,088,998 ” INCOME TAXES 
50 P = 
cacti Pat : 
Current Assets.................00. $ 715.406,189  $ 691,500,489 25 ae 
Current Liabilities... .......... sip wea 237.656,800 237,272,875 0 foi 
per ee nee _. 1,459,748,536 —-1,404,460,065 1946 '47 "48 '49 '50 "51 "52 "53 'S4 "55 °S 
ee Net Income and Income Taxes 
Shares Outstanding. .................. 30,088,510 29,126,619 (4) 
Number of Stockholders (5) ............. 118,391 114,310 
ness Number of Employees................. 79,0090 76,000 Millions of Dollars 
100 
ny (1) Operations of The Visking Corporation (acquired by Union Carbide on Decem- 
ber 31, 1956) are consolidated. 80 
(2) Operations of The Visking Corporation are combined with the exception of 
— intercompany sales, which have been eliminated. 60 
(3) Excludes dividends paid by The Visking Corporation to its stockholders. 
— (4) Excludes 864,449 shares issued for net assets of The Visking Corporation on 40 
December 31, 1956. 
(5) Excludes stockholders of The Visking Corporation. 
20 P25 
: 
1918'20 ‘25 '30 ‘35 ‘40 ‘45 ‘50 ‘56 
Dividends Paid 
Copies of the complete 1956 Annual Report of Union 
Carbide and Carbon Corporation will be furnished 
on request. Also available is an illustrated booklet 
that describes the products and processes of Union Thousands 
rs Carbide. If you wish copies of these booklets, please 120 
write to the Secretary, Union Carbide and Carbon 
Corporation, 30 East 42nd Street, New York 17, N. Y. 100 
—_ 80 
— —— UCC’s Trade-marked Products include 60 
ELe -RoMET Alloys and Metals ¢ Crac Agricultural Chemicals *¢ Evereapy Flashlights oF 
and atteries «© Un1ton Carsipe Silicones ¢ Prest-O-LitE Acetylene * SYNTHETIC ORGANIC 20 
Cur icats ¢ Prestone Anti-Freeze * Haynes STELLITE Alloys ¢ LinpeE Oxygen Oe EAE SORES ‘oth 
Dy: | Textile Fibers * BAKELITE, VINYLITE, and KRENE Plastics * NATIONAL Carbons 1917 '20 ‘25 '30 ’35 ‘40 ‘45 ‘50 56 
Union Calcium Carbide « Pyrorax Gas Number of Stockholders 
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Attorneys: His knowledge can help your Chents! 


He is a Connecticut General representative 

. . and many attorneys find his help invalu- 
able in the preparation of sound estate plans 
for their clients. 


Why? For one thing he is thoroughly familiar 
with all forms of insurance . . . so important in 
any estate plan. For another thing he is spec- 
ially trained in estate planning and in working 
with attorneys, trust officers and accountants. 


So get in touch with him. You, too, will find 
his knowledge and experience can save you 
time and work . . . help you better serve 
your clients. Or write us. Connecticut General 
Life Insurance Company, Hartford. 


LIFE... ACCIDENT... HEALTH 
Group INSURANCE AND PENSION PLANS 
Pension TrusTs...ANNUITIES 


Connecticut General 





